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thr.t unite men socially. As there are, among men, many 
kinds of social relations — moral, legal, economic, jjoiitica! 
&c. — so there are man}'’ disfcineb social sciences known as 
ethics, law, political econom}*, politics &c. Bat the lines 
of dcinarcation in these social sciences are not so clear as 
in sciences such as Zoology, Botany and Geology. Tlie 
classification is move or less artificial. Man}' subjects 
come clearly within the scope of all those social .science.s 
which are more closely related to each other. Wo need, 
however, only observe that the same subject may be 
studied from diucront stauflpoiiits. To do OM' duty, to 
■exercise our riyhts, to salisfy oitr vxinis, arc tliree quite 
different aims of human activity; and only the last of 
these is the proper subject of economic science. We may 
say, therefore that political economy has to do with the 
relations of men living in society, so far as these relations 
tend to satisfy the wants of life and concern the efforts 
iiiade to provide for all that is generally understood by 
material welfare, 

Marshall says : — “Political Economy or Economics is 
a study of man’s actions in the ordinary business of life; 
it inquires how he gets his income and how ke uses it. 
It follows the action of individuals and of nations as they 
seek, by ^parate or collective endeavour, to increase their 
material means of their well-being and to turn their 
resources to the best account. Thus it is on the one side a 
stud}^ of v/ealth, and on the other, the more important 
side, a pa"b of the study of man. It deals with that part 
of the social science of man’s actions in .society that deals 
with his efforts to satisfy his wants, in so far as these 
efforts and wants are 'capable of being measured in terms 
of wealth or its general representative, i, c., MONEY." 



Defiuitious. — “Political Economy investigates the 
laws which regulate the production, distribution and 
exchange of wealth” — Fawcett. 

“Political Economy or Economics is the name of tliat 
body of knowledge which relates to wealth” — Walker. 

“Economics may be described as the science which 
teaches us what rules mankind should observe in order to 
advance in material prosperity” — Pierson. 

“Political Economy is the social science which treats 
of that portion of human activity which is concerned with 
earning a living” — Seligman. 

“Economics is the science which treats of those social 
phenomena that are due to the wealth getting and wealth 
using activities of man.” — El}'-. 

From the above definitions it is clear that some econo- 
mists — the earlier of classical economists — laid all the 
emphasis on the side of wealth, while others — modern 
economists, lay stress upon the human side. They em- 
phasize the activities of man in connection wdth wealth 
and the principles which govern those activities. “ The 
starting point,” they say, “and the object point of our 
science is man.” 

II. The Divisions of the science and their Inter- 
dependence. — There are four great divisions of Political 
Economy. / 

A. The production of wealth : — This phrase means the 
creation of values, i. c., giving of value to that which has 
no value, and to increase the value of that which has 
less value. It certainly does not imply the creation of 
matter, nor necessarily any change of form in the thing 
to which value is imparted. Man can only ‘produce 
utilities, that is to say, man cannot create material ; 
he can only modify its form, present it at some particular 
time, or place, so that it has “utility” and therefore 
“value.” . , 

The value imparted may be (a) time-value, e. g., a 
cake of ice which has no value in • winter may acquire 
value by being kept until summer, place- value, e. g., 
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water when transported from U. P. to Rajputana, in 
times of draught, may acquire value (c) form-value, e. q., 
iron wrought up into machines. 

S The Exchange of wealth. — Exchange means, “Vo- 
luntary giving of one commodity or service in order to 
receive another in its place.” The need for exchange ari- 
ses from the fact that under modern economic conditions, 
division of labour has been carried to its farthest limits. 
Every man produces not what he reqiiir6S birt what ^ he 
can produce best. He does not generally produce for him- 
self but for others ; while others produce what he requires 
to satisfy his wants. Hence there should be exchange of 
the commodities produced in order that each producer 
may get what he wants for himself. For example, a man 
can produce caps far better than others. He would not 
consume all the caps he makes.. He should, moreover, 
satisfy his other wants too. He would therefore sell his 
caps and get other commodities in exchange, to satisfy his 
other wants. 

Under the head of e.xchange will also be included the 
study of the question why it is that wealth is exchanged 
for wealth at particular i-ates and not at I'ates higher or 
lower than those established by economic conditions. 

This chapter Avill also include the study of all the- 
mechanism by which such exchanges are facilitated. 

C. The Distribution of Wealth : — Distribution enqui- 
res what are the forces that determine the share of differ- 
ent persons or classes of persons that take part in the 
production of wealth. 

D. The Consumption of Wealth. — Consumption is the 
aim,_the end of production. It means to utilize a com- 
modity to satisfy our wants, or to apply it to the usesund 
purposes for which it was produced. Consumption is 
therefore the aim of all economic activity — production, 
distribution and exchange. 

III. The Interdependence of Economic Phenomena 

Although for the sake of conYenience the economic pheno- 
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rnona arc tliviJccl into tlio prodncLion, distribution, ex- 
change and consumption of v’caith, this separation, of 
the science into distinct de[)ru-tinent'3 should not be 
thought to bo rigid and absolute. They are interdepen- 
dent upon one another, 

(1) Prcrdacfcion and Consumption. — Production and 
consui)>ption arc closely related. Consumption is tlic end 
and the aim of production. It is consumption that deter- 
mines ^vhat kinds of wealtli shall bo produced and how 
much. Again, consumption depends largcl}' upon ]n-odnc- 
tion. The supply of a comuio;Iii.y the mnvket b5'’ iii- 
fluencing price affects tlie demand. When tlie supply of 
a particular commodity is scarce in the market, prices 
rise and people diminish their consumption of that article 
and vice versa^ c. g., mangoes in early and late season, 

(2) Prod ;ct.ion and Iscliaiig-e — The Circulation of ■ 
Wealth, more frcfiuently known as Exchange is only a 
part of Production. Nctirly all the wealth that is created 
is produced for the purjwse of being c.xchanged. The 
work of production is not complete until goods reach those 
persons who intend to consume them, and this is done ' 
through exchange and the agoncic.g which facilitate ex- 
change — c, g., wholesale merchants and retail dealers, ban- 
kers and bill brokers etc., — and thus assist production. 

Division of labour which falls under production is the 
origin of exchange. 

(3) Exchange and Consumption. — These two are 
still more closely related. The laws of demand which 
depend ujion the laws o.f consumption govern the rates of 
exchange, 

(4) Distribution and Exchange. — With regard to 
the relation between these two, it inay 'be said, in the 
first place, that the distribution of wealth is affected, under 
modern- conditions of industry, by means of exchange. 
“The adjustment of rates of exchange,” says an economist. 
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" constitutes, in the aggregate, tlie process of distribution.” 
In the second place, taking another point of vie\v, the 
theory of cost of production involves the whole theory of 
wages and profits; for unless we have already determined 
a law of normal wages and a law of normal profits, the 
doctrine of cost of production is meaningless, 

IV. Scope and Iilethod. Political Economy deals Avith the 
economic activities of men living with society, f.e., Avith the 
Avenlth gettingand Avealth using activities of men. It is in the 
main a social study. It may be classified as a branch of socio- 
log)', and sociology is the study of the natures and activities 
of individuals i-egardcd as members of communities and of 
the relations betAveen them. A study of systematised 
body of knoAvledge is defined by (1) its data and (2) 
its point of vicAV. The data of sociology may be broadly 
described as all social facts; the data of Political Economy 
are all those social facts which have reference to Avealth, 

Positive and Normative Sciences and Arts. 

All systematised bodies of knoAvledge are not sciences. 
Some are Avhat are termed Arts. The term Science is an 
ambiguous one. Sometimes it is used in a narroAV sense 
but sometimes in a broad sense to cover all the results of 
thinking about facts from Avhatever point of view the 
.thinking proceeds. There are at least tAvo possible points 
of view, viz., the Positive and the Normative. When we 
assume the positive point of vicAV Ave take -the facts of the 
universe as they are. We study the causes underlying 
those facts and establish what are called laAvs or uniformi- 
ties, i. e., relations of cause and' effect. When Ave assume 
the Normative point of view we deal oiot only with facts 
also with the ideals of facts or standards. Ethics, 
or the science of Avhab conduct ought to be and Avby, and 
.(Esthetics, or the science of what perfectly beautiful 
things ought to be like and why, are Normative Sciences. 
All the so-called natural sciences are positive sciences. 
The constructor of an art assumes that the attainment 
of an- end or ideaV has. been decided aixd tries to lay 'doAA-n 
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a logical scheme of rules for its atbainroenfc. Engineering 
is an art based upon the knowledge of the scieiicc of me- 
chanics. And much of the writings grouped under the 
heading of politics really treat of the art of governing. 
The end of which the attainment is desired may have 
reference to some particular need or it may be the ideal 
defined as a result of normatave enquiries. Arts are- some- 
times known as practical or applied sciences when the 
attention is focused on their scientific side. 

The object of every devotee of Positive Science is to 
investigate a class of facts. In order to do this he must 
fix upon certain chamctcristics which distinguish the facts 
•which he wishes to study from those \sdiich he wmuld 
leave out. Thus the wmrld of space is the scope of physics; 
the physicist rejects all except certain aspects of these 
facts. The geometrician studies only the dimensions of 
bodies and their chemical or physical properties. Human 
beings are part of the data for Biologists but merely as 
living organism, as sentient and self-conscious human 
beings are also facts for the psjmhologists, as engaged in 
governing and being governed they are facts for political 
sciences, as makers and sharers of wealth they are facts 
for the economists. 

Thus we see that a certain amount of abstraction, i. e., 
the isolation or the separation of some characteristics 
apart, from others is necessary in every positive science. 

Political Economy embraces a Positive Science, a 
Normative Science and several Arts. 

Economic facts may be regarded from two points of 
view, the Positive and the Normative. But it is necessary 
that these two points of view should be kept separate 
and distinct. There are some who think that a Positive 
Science of Economics is not possible because it is impossi- 
ble to keep the tw’p enquiries as to what is and what 
ought to be, separate. But there seems to be no inherent 
reason why such a separation is logically impossible and. 



( 7 ) 


the proof that it is possible- is that a positive science of 
Economics already exists. Moreover it is desirable that 
the two studies be kept separate. A systematic fusion of 
the two enquiries is likcl}' to cause confusion and retard 
the progress of the science. It is likely to increase the 
already existing conclusions as to the nature of economic 
laws. Moreover people are more likely to agree as to facts 
rather than as to ideals. 

But thi.s does not mean that the economist should 
stop at the stud}' of positive facts, he would be likely on the 
other hand to direct his energies into the most fruitful 
channels if he proceeds to the study of Normative 
Science or economic ethics or ethical economics. 

Art. We now come to the Art of Political Economy, 
The term Art suggests a body of definite rules for practic.al 
guidance. After the investigation and explanation of facts it 
is possible to lay down ideals and then we have to discuss the 
■ways and means to attain these ideals. Bub in laying down 
rules to attain certain ideals of social progress it is obvi- 
ous that ■we cannot base our rules on economic data alone 
but have to take into consideration other social, physical, 
religions, historical and political circumstances also. Thus it 
is clear that an art of Political Economy -will be incomplete 
if it is based on economic grounds while if it is complete it 
■will have largely to be non-economic. But there is no reason 
■why the economists should nob apply the conclusions of 
economic science to the solution of practical problems. 
In fiveb it is necessary for him to do so if ho wishes to make 
his studies not only light-giving but also fruit-bearing. 
This we may call Applied Economics. 

The relation of Political Economy to other Scie aces. 

(i) Political Economy Physical Science. 

It is obvious that economic activities are 
moulded and modified to a very gr^at extent by 
our physical environments. But for this reason economics 
is not a physical science. The relation between political 
economy and physical science is simply this that Political 
Economy takes the conclusions of the latter for granted 
and makes these conclusions its starting point or uses 
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them as its premises wibhoub tiding to ])rovc them or es- 
tablish them. The difiference between economic laws and 
physical laws is that the former imply voluntary human 
action while the latter do not. 

(ii) Political Economy and Psychology, ' 

In the study of political economy wo have to take 
account of the motives which influence men in their 
economic activities. Bub the science is nob therefore a 
branch of psychology. The bare facts that, other things 
being equal, men prefer a greater to a smaller gain, that 
under certain conditions they will forego present for the 
sake of future gratifications and the like, are i^sychological 
facts of great economic importance. But they are assumed 
by the economist nob established by him. The difterence 
between economic and psj'chological laws is that physical 
laws arc simple laws of human nature but the latter are 
laws of comj)lc.K social facts resulting from simple -laws 
of human mature. 

,(iii) Political Economy is distinct from Political 

Science. 

Although Political Economy has, sometimes to take 
account of political and legal conditions, it is essentially 
concerned with men in its social as distinguished from its 
political relations. It is only in certain departments of 
Political Economy that we are concerned with men in 
their special character as members of a state. 

(iv) Political Economy and Sociology. 

Political Economy is a branch of sociology, i. e. of 
general science of 'the society. But it must be studied as 
an independent science. There arc some who think tliab 
economic facts can nob be separated from other social facts 
with which they are inextricably intertwined. The 
phenomenon of socoiety being the most complicated of all- 
phenomena, and the various general aspects of the subject 
being scientifically one and inseparable, it is irrational to 
attempt the economic or industrial analysis of society 
apart from its intellectual, moral and political analysis, past 



( 9 ) 

and present. But as wc have scon already, a certain 
amount of abstraction is necessary in every science; 
and to S 3 ' 8 teniatical!y combine the study of economic 
facts -with the study of other social facts is to give 
up or sacrifice all the gain resulting from a scientific 
division of labour, the tendency of scientific pro- 
gress has always ’been to separate the sciences not to 
confuse them; to divide and sub-divide the domain of 
their investigation, not to mike of them a single field 
cultivated by the same hand following the same methods. 
Economics can well claim to be an independent science 
provided we remember that the study of economic 
phenomena can not be completed without taking 
account of the infiuonce exerted on the industrial world 
by social facts of ver}^ various kinds. Besides, the science 
of sociology has not yet come into existence. It has very 
little results to show as 3 ’Ct and before economics is asked 
to absorb itself into it, it must justify its own existence. 
No doubt if that existed economics will glady find shelter 
under its wings. But it does not exist. It shows no signs 
of coming into existence, there is no nac in waiting 
idly for it, we must do what Sve can with our present 
resources. 

- Economic Method. 

It is the business of economics as of every other 
science to observe and collect facts to describe and classify 
them and to draw inferences from them. In order to do 
this economics has to make use of all the logical methods 
.and scientific .artifices necessary to find out the truth. 
There are two methods of discovering truth in the 
Science of Economics : — Ricardo and his followers of tlie 
.classical school preferred to emploj'- the Deductive method, 

■ This method starts fi'oin certain general principles coii- 
. ceded to be beyond dispute and proceeds to educe an 
infinte series of propositions. Tlte Inductive method 
.starts from the observation 'of certain definite foots and 
.bases its, general propositions upon these observed facts. 
Briefly, in' deduction they reason from general principles 
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to particular facts and in Induction from particular facts 
to general principles. It is therefore wrong to speak of a 
method of Political Economy. All the methods have to 
he' used, and the}'’ are not peculiar to economics, they are 
the common property of all the sciences. 

In some departments of enquiry it is necessary to 
collect and observe facts because the already existing 
facts are insufficient . and inferences can not be safely 
drawn from them. Induction, observation, or the method 
of specific experience, which proceed from the particular 
to the general without ever reversing the ordei-, are here 
important. But in some departments of enquiry w^e need 
not trouble ourselves with facts, the already existing facts 
are sufficient. We have to see whether the causes which 
lie on the surface are the true causes and the only causes 
of phenomena. The deductive method, or the mOthod which 
proceeds from the general to the particular, is here im- 
portant. 

Observation or Induction is necessary to supply us 
with facts; the ultimate premises of deduction are draivn 
from observation. Observation is nece“ssary to determine 
bow far and in what way economic motives may be com- 
pared and measured. Observation has very important 
function to perform in the early stages of economic 
enquiry but mere facts and descriptions of facts do not 
constitute a science. We must draw inferences from the 
facts, trace effects back to, their causes and assign to 
causes their effects, and this must be done by means of 
deduction. 1[n the study of Political Economy both de- . 
duotion and induction are necessary. Just as in walking 
both legs, are necessary. All Induction is blind as long 
as the deduction of causal connections is left out of ac- 
count and, all deduction is barren so, long as it does not 
start from observation, ,For this, and for other reasons 
there has always been and there will always be, the need 
of the. existence side by side of both class of workers, some 
of whom will devote their chief attention to the ascertain^ . 
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mont of Aicts and the oLherd to scientific analyses, i. r., 
taking to pieces complicated phenomenon and studying 
the relation of the pieces. The deduct ivc and the induc- 
tive schools mu.st continuall}' c.vi.st .side by side o.ach doing 
its work thoroughly and each making use of the work 
of the other. Thus alone will it be po.ssiblc to obtain 
sound generalizations as to the past and trustworthy 
guidance as to the futurc. 

(1) The use of Mathematics — Political Economy is de- 
clared by Jevoiis to be essentially mathematical in cha- 
racter. And the term mathematics is used in a bro.ad 
sense so as to include all cmpiirics bJiat deal with quanti- 
tative relations. It is c:isy to see that Political 
Economy is a mathematical science. It deals with pheno- 
mena whose quantitative aspoci. is of fundamental impor- 
tance and one of its main objects is to determine the 
laws regulating the rise and fall of these phenomena. Its 
principal theorems relate accordingly to the manner in 
which variations of one qnantit)' depend on variations of 
another quantit}'. There are many advantages to be de- 
rived from the use of mathematical formulae and diagrams 
in economic reasonings. First.-By taking particular nume- 
rical premises and working out results we may illustrate 
conclusions that have been obtained bj' means of ordinary 
reasoning processes. Second — The use of mathematical 
methods results in greater precision of thought and a 
clear understanding of the conditions assumed. It stimu- 
lates precision both of thought and expression and hence 
errors due to slovenly and inaccurate reasonings are illiminat- 
ed. Third. — The most direct and important advantage of 
mathematical analysis and diagramatic representation is the 
fact that the significance of continuity in the variations 
of phenomena is brought into prominence. Fourth. — An- 
other advantage of mathematical method is increased power 
of treating -variables in their true character and not as 
constants (picked qualities). A point closely connected with 
thb one just considered is the assistance which mathematics 
affords .towards understanding the relations of mutual 
dependence which may between different phenb- 
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mena e. g., supply, demand and price. Fifth. — It may 
indeed be added as amongst the special advantages ' of 
mathematical methods that they lead not only to acculraGy 
and precision but also to conciseness and avoidence of cir- 
cumlocution (expressing in a roundabout wa}^.) 
In some cases it is possible b^^ means of a single diagram- 
to make intelligible at a glance what would otherwise 
enquire a more or less elaborate explanation. 

(2) Political Economy and History. 

There is a distinction between the history of Econoniies 
and economic history. The functions of economic history 
in connection with the theoretical problems of Political 
Economy are (1) to illustrate and test conclusions not 
themselves resting on historical evidence, (2) to teach the 
limit of the actual applicability of economic doctrines. 
It calls attention to the shifting character of economic 
conditions and shows how as these conditions change the 
laws based upon these condition should also be modified, 
and (3) to afford a basis for the direct attainment of 
economic truths of a theoretical character. ^ 

Economic friction is the countereffecb produced by . 
custom and legislation opposed to that by competition. - 

Functions of economic theory in historical investiga- 
tion--- 

1. A knowledge of theory teaches the historian what 
kind of facts are likely to have an important economic 
bearing. History does not consist merely of a narration of 
political events of kings and their courts, of wars and revolu- 
tions. In order to be truehistory, it must be a vivid descrip- 
tion of the material as welk as of the political, moral and 
religio.us condition of the people and their progress. A 

• historian is not likely to :describe economic facts correctly 
and to appreciate their real, significance if he is not fami- 
liar with economic theory. 

2. Just as it is a' function of history to criticise 
theory, so it may be regarded .'.as a function of theory td 
criticise histoiy. 
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It must nlso be noted that economic facts and econo- 
mic theory constantly act and re-act ujion each other. 
The opinions current at an}' period exert an influence 
on subsev'juont events and vice versa. In tliis .sense 
every economist may be said to be the child of his own 
age. 

(3) Economics aud Statistics. 

Statistics means the description of Economics and 
other social phenomena by means of figures. It is regarded 
both as a science in itself and as a method which 
is of the greatest help in the study of sociology. 
Eegarded as a method, it is baaed on the quan- 
titative observation of aggregates. It is, in the first 
place, a method based on observation. It goes 
direct to facts which it collects and systematically arranges 
them. It is in the second place based on an observation 
of quantities. It deals with phenomena that are measurable 
and hence capable of numerical expression. It is in the 
third place concerned with aggregates as distinguished from 
individuals or units. Series of isolated numerical facts are 
popularly called statistics and they are sometimes of use 
-as a means of information or description or illustration, 
but they are of little or no value as a scientific method 
or instrument. In the scientific use of statistics the 
observations must be made in mass, they must involve 
a certain degree of continuity and the resulting in figures 
must be carefully and systematically grouped. In the 
use of statistics, considerable assistance may always be 
derived by the use of curves and diagrams and also 
graphs because these enable the mind more accurately 
to realise numerical comparisons. 

Importance of statistics in Economics. — Professor 
Marshall has said that “ Statistics are the raw material 
for the economists. They are the steam out of which we are 
to fashion our bricks." There are several uses of Statis* 
tics in Economics, 

,1. They are useful for description aud illustration. 
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2. Statistics suggest empirical laws which may or 
may not be capable of subsequent deductive explanation. 

3. Statistics are used to supplement deductive reason- 
ing by checking its results and submitting them to the 
test of experience. 

4. Statistics are most important in the application of 
economic science to the elucidation and interpretation of 
particular concrete phenomena. 

»• But statistics in order to give valuable results must.be 
handled with the greatest cantour and after due enquiry. 
Statistics, it is often said, can be made to prove any thing. 
G^'here is nothing more misleading than figures and if they 
are used without special knowledge or grouped simply 
with the object of establishing a foregone conclusion 
the charge is well founded. As against ignorant and 
prejudiced staticians or against the casual em- 
ployment of a few figures picked up at random and 
regardless of what may be called their context it is 
not difficult to defend the paradox that there is no- 
thing more misleading than facts except figures; for statis- 
tics is subject to peculiar difficulties and dangers in its 
use. If however the limitation of statistics are clearly re- 
cognised if they are accurately collected without prejudice 
and after full enquiry and their true signification and if 
they are fairly and properly grouped, then their value is 
unique and the statical method easily makes good its claim 
and races as a thoroughly cffectiv^e and reliable instrument 
of science. 

IV. — Definitions — rThe science of Political Economy 
rests upon a few simple notions. Land, labour, capital 
wealth, utility, value, price, are the elements of the subject; 
and whoever has, a thorough comprehension of their nature 
must be soon able to acquire a knowledge of the science. . 

. Land.-^lVj[eans all natural resources and includes 
(a)- climatic conditions, geographical . configuration, 
geological nature of, the soil and sub-soil, under the 
general bovai.EiivironiMnt ’(b) oultivabledands, pasture 
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.lands, building lands, under the term ‘ Land.’ (c) all raw 
materials, and (d) muscular energy of animals, the pro- 
pelling power of wind and of water, the expansive power 
of vapours and electricity under the genera! term motive 
forces. Some economists bring all these together under 
the general term "Nature.” 

Labour. — Labour is effort, borli'y or mental, put 
forth by human beings, not exclusively for the sake of the 
pleasure immcdiatelj' associated therewith, but partly or 
wholly, with a view to the attainment of some ulterior 
object. 

Capital. — Capital i.s any form of wealth saved from 
out of wealth previously jmoduced and having the possi- 
bility of being employed for the future production of 
wealth. In ordinary sense, the word capital njcans invest- 
ed money that brings in income. In Political Economy 
there are two essential concepts of capital : — 

(а) It is that part of wealth which is devoted for 
the future production of wealth. All money spent in 
purchasing machinery, raw’ material or in buildings &c, 
in a factory is capital. 

(б) It can only come into existence when men 
prefer a future to a present advantage, i. e., capital is. the 
result of saving, e. g., suppose a man foregoes the intend- 
ed purchase of a motor car and devotes Ks. 10,000 to the 
purchase of a new machine for his factory in its stead. 
He would be using this portion of his wealth as capital 
and can do so by foregoing the present enjoyment in hope 
of future advantage. 

Wealth. — Inordinary speech the word TPectW^ is 
synonymous with the word fortune,' It seems therefore 
strange to apply the term Wealth to a loaf of bread. Yet 
'this is perfectly correct. Everything that can satisfy 
human wants maybe called , Wealth. The capacity for 
satisfying human wants is called utility. Utility depends 
first on a want felt by man, and secondly; bn ^n object cap- 
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able of satisfying that \Yan(;. Of these two features of utili- 
ty, man, not the object, is more useful. Utility arises only 
with desire and vanishes with the extinction of desire> It 
is subjective, not objective. It matters little that an 
object has qualities that may astisfy the wants of man, if 
man is not aNvare of the fact. The foils of Niagara did 
not represent economic wealth until men learned how to 
utilize their motive power. On the contrary, it matters 
little that an object has not the qualities for, the satisfoc- 
tion of human wants, if only we think that it possesses 
them. There are patent medicines that command high 
prices although their curative powers are doubtful. Al- 
coholic drinks do nob possess any of the good qualities 
attributed to them, but millions believe that they do 
possess these qualities ; they therefere constitute wealth. 
Hence wealth miy be defined as all that manlcind 
believes to he v,8cfid and can idilize. 

All the acts of men, that are useful and are paid 
for, may also be considered os wealth, but it is better to 
reserve the word wealth for corporeal objects, and 
designate such acts as “ services.” 

Utility. — Utility means the power which some 
objects possess of satisfying human needs and desires. It 
is also known as value in tose. Utility is necessary to 
value, but every thing that possesses utility may not 
possesses value — the value in exchange. For example, 
air and water are most useful for life, bub they are 
-supplied in superabundance and nobody is going to pay a 
price for them. Their value in use is very high, bub their 
value in exchange is nothing. The utility of a thing to a 
man is measured by the price that he is willing to pay 
-for it rather than go without it. • " , j 

It is important to note that utility and “ advantage^ 
pusness” are two different things. Suppose that a poor 
man has gob a rupee and prefers to purchase opium rather 
than bread, the utility of opium is greater to him than 
that of bread, 
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Value. — Tlic ViiUio of a tiling means the jiowev 
M’hich it confers upon its po.s.scssor of commanding the 
labour, or the jirodiicts of the labour, of others. Value, 
in brief, is 2 >OH’Ci' in t?:changc. 

“V.aluc”a!rl “ ive.dUi ” bvOlli involve the idea of 
utility. But these tw.i -vords do not c.vpross quite the 
same idea. Tiie_v may .SMiuetiuies even imjily couir ny 
ideas. The idea of v.-ealth, c. g., is most closely allied 
■with that of sc.arcity. No one is goitig to pay a price for 
a quantity of water or air; on the otlier hand, articles, 
v.'hich arc scarce e. g., gold, command a high price. 

The idea of value necessarily implies the idea 
exchange. Health i.s wealth and would certainly possess 
great value,' if it could be purchased. • A fine system of 
navig.ablc rivers repre.scnts great wealth but no value. 
Even llobinson Crusoe liad collected great wealth on his 
lonely island, but it had no value. The matter becomes 
clear when we di-stinguish between value in use and 
value in exchange. Value in use depends upon personal 
valuation. The value in use of the gnu, the boat, and 
other articles in the possession of Crusoe might be very 
great to him in that lonclj'- island, but since they could 
command no price, they possessed no value in e.xchange. 
Value in use is individual value, while value in exchange 
‘is social value. These two values are quite different 
from each other. A shilling certainly has not the same 
value in use — i. c., utility — for a millionaire as fora iioor 
man. On the other hand, it is evident that it has for 
both the same value in exchange. Value in use is simp- 
ly the result of individual subjective judgments, value 
in exchange takes precedence over individual judgments 
and obliges sellers and bu3'er3 to follow the unrket. 

What determines value? But why do we attatch 
value to an object ? we may value things because of the 
pleasure tliej' give us, or •we.may value them because of 
the effort, the trouble or the pain involved in their acqui- 
sition. The innumerable theories of value may be clagsi' 
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fied under these ideas. The element of pleasure is fore- 
most in those theories which found value on. utility, while 
the clement of pain is emphasized by the theories*hased 
on cost or labour. 

T. Utility. — (a) The physiocrats regard utility as 

cause of value, because utility is the characteristic of 
o-tlih. When two objects satisfy the same want, this 
eaphmation is satisfactory. Of two houses we prefer the 
ii.iurc comfortabje, of two farms the more fertile, Eut if 
we consider objects satisf3'ing different wants — for' ins- 
tance, a loaf of bread and a hat — this theory fails to tell 
which is the more useful. 

(h) It may be suggested that we should classify our 
ivants according to reason. )Shall we then put at the head 
of the list those objects that satisfy the most essential 
wants ? If we look at such a- list, it would be found that 
the value of a commodity is not directly proportionate, 
but often inversely proportionate to its rational utility. 
In a list arranged .according to values, wheat, coal, iron, 
water, — ^just the objects that satisfy the most fundamental 
and essential human wants, occupy a loiv place. The 
objection that this condition of things is due to man’s 
foolishness is not valid; for the theory of v.alue should 
explain that which is, not that ivhich ought to be. And 
even if the earth were inhabited only by wise men 
a glass of water would not be Avorth more than it is now, 
although it satisfies a fundamental human .want. 

(c) To escape this difficultj’’ an attempt has been made' 
to supplement notion of utility by that of scarcity. 
Utility alone can not create value; it remains, so to speak, 
latent, unless it is combined Avith the quality of scarcity. 
But the idea of scarcity alone is insufficient. Strawberries,-^ 
at the end of the season are as scarce as at the beginning; 
but the}*^ haA-e less value, because they are less desired. 
It is, moreover, difficult to understand the close relation 
between these tAVO elements — utility and scarcit}^ — that 
seem to have nothing in common, . 
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(d) iV moro rcconb sch-ui cl.-iiini liio merit of Imvinnr 
discovered tlic tic tli;it bin l-j these two idois by showing 
tiiat they mny bo reconciled by inonns of the so called 
(lieory oC final I'Aility. It h.as done nothing more than 
demo’ntr.uing tint scarcity, i. o., limitation in qiiantity, 
far from being independent of utility, is really insoparnblc 
from it. 

II. Labour . — The second tlieory is in .a manner inverse 
of the first; while the first clings to the idea of gratifica- 
tion alTurded by goods, the sc'Cond emphasizes that of the 
effort made to get them. The b.asis of value, it is claimed, 
is human labour, though utility is not denied to be the 
fundamental condition of value, 

(а) Reasons in favour of this theory 

(i) It is more scientific ; for it gives ns the basis of 
value a precise quantitative notion. To say that a certain 
watch has twice the value of another because it represents 
twice as much labour satisfies our mind. 

(if) It satisfies better the idea of justice, because it 
gives as the basis of value a human clement — i, c. labour, 

(б) Yet the e.vplanation is nob satisfactory for the 
following reasons : — 

(i) If the cause of the value of a thing consisted in 
the labour requisite for its production, then value would 
necessaril}' be unchangeable, for past labour is not suscep- 
tible either of a more or less. “What is done is done.” 
Even if we consider present labour (to produce an object 
like it) and not past labour, there are still other objections 
more difficult to remove. 

(ii) If labour were the cause of value, equal labours 
would always correspond to equal values. Bub we cons- 
tantly see objects that have cost the same amount of 
labour selling at different prices : e. g., two pieces of meat 
from different parts of the same cow. 
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(Hi) If labour ^Yere . the cause of value, value would 
be absent where labour is absent. This can not be admit- 
ted in many cases, e.;j., springs of petroleum. _ Wine by 
being stored in wine cellers, it should also- be noted, 
acquires additional value without any additional labour. 

{iv) Finally and above all, if labour is the cause of 
value, what is then the cause of the value 0/ labour. It has 
value and is hired every day at a certain price. 

• It is easy to explain the. value of labour by the value 
of its product, but if in turn we pretend to explain the 
value of a product by the value of the labour which 
l)roduced it, we are i*easoning in a circle. 

It is reasonable to suppose that value has two sides, • 
each of which contains a part of the truth — utility as well 
as labour, pleasure as well as pain. 

Price. — The value of a thing expressed in terms of 
money is called its price. 

To obtain a definite idea of the v.alue of things, it is 
not sufficient to compare them with one another. A 
common measure is nece.ssary. Such .a measure enables 
us to compare two things in different places, or the same 
thing at different times. In order to measure value we 
must take the value of a definite object as a basis of com- 
parison. Each nation and every period seems to have had 
its own measure of value. Almost all civilized people 
have agreed in choosing as their standard the value of 
the precious metals, especially gold and silver. To com- 
pare the value of any object, they compare it with the 
value of a particul.ar weight of gold or silvei', which serves 
as the monetary unit. The price of a thing therefore 
is its vahee expressed in money. 



PART II. 

PRODUCTION. 

Production of ^YcaUh means, as wc have seen, the crea- 
tion of utilities, i.e., giving of value to that ^Yhich has no 
value and increasing the value of that which has 
less value. It includes all growing and rearing of things, 
vegetable or animals, all the extractive industries, 
the manufacturing and making up of tilings, trans- 
portation of things, arranging for the distribution of things 
and, finally, the direct furnishing of services to consumers. 

Having decided what we want, the next thing is to 
get it, or, as it is said, to profZttcc it, and we should try 
to produce it with the least possible cost. We should 
satisfy our wants to the utmost wdth the least effort ; and 
we should gain the maximum of pleasure at the minimum 
expense : this is the problem of economics. To learn 
how this may be done, we must enquire what is needful 
for the production of wealth. There are, as is commonly 
said, three o'cquisiies of production, and, before \vc can 
undertake to produce wealth, we must have Land, Labour 
and Capital. To these, Marshall has added a fourth ele- 
ment, Organization. To secure efficiency in production 
Organization is necessary. We must have the three factors 
of production and a well-organized system of production. 
Efficienf organization depends upon proper division of 
labour between different classes of operatives; productions 
on large scale ; proper business management or the di- 
rection of industry ; proper use of machinery ; the locali- 
zation of industry, &c., &c. 

. Each of these requisites requires a separate and fuller 
treatment. 


CHAPTER 1. 

LAND. 

. 1. The term “ Nature” as has been applied to the 

factor of production “ Land,” does-not siErnifv a definite. 
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specific factor of production, but the sum total of those 
elements and productive forces that are furnished by our 
natural environment. Before we can produce anything 
we must have a favourable environment, land, and raw 
material. ' 

(1) Under EuTiroumenfc we have to consider: — 

(a) Climatic conditions. — e. g., Nature in the tropics 
seems to discourage productive activity, both by lier gene- 
rosity and outburst of violence. Where nature provides 
food, man learns to avoid an effort. In those regions, more- 
over, physical forces are so exceedingly violent, (e. g., 
floods, earthquakes, c3'clones) that man is cowed and does 
not even conceive the idea of mastering and utilizing 
them. In temperate lands, nature on the other hand, is 
so niggard as to compel men to rely in a great measure 
on his own efforts. 

(Jo) Geoc/rcqyJdcctl configuration. — Geographical posi- 
tion of a country plays an important part in its economic 
development. Who can estimate the influence that Eng- 
land’s insular position has exerted on her political, in- 
dustrial, and commercial development? Want of good 
system of navigable rivers is responsible for the fact that 
the continent of Africa, the seat of the oldest known civi- 
lization (that of Egypt), could not make economic pro- 
gress. 

(c) The Geological nature of the soil and subsoil 
is quite as important; it creates agricultural. and mineral' 
wealth. The dread with which England calculates the 
time, when her coal mines are liable to fail her, shows 
well enough how much she owes them for her industrial 
development. 

(2) Under Land we have to consider the actually cul- 
tivable land, [‘This term is applied by economists espe- 
cially to the soil and is used for the original and indes- 
tructible powers of the soil, e. the fertility of a piece 
of land that was the result of manuring would not be 
included under' Land’ in the strict sense, because such 
powers are not “ original,” Tin, Iron, Coal, etc., are not 
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included under land in the strict sense, for they are not 
indestructible, i. c., they can be exhausted. There is an 
obvious distinction between a harvest of corn which can 
be drawn year after year from the soil, and stores of coal 
&:c., which can be exhausted.’] 

(з) . Raw Material. — The inorganic substances that 
compose the earth’s crust, and the oiganic .substances due 
to plant and animal life on its surface, supjjly industry 
with the raw materials that are indispensable to ail wealth 
and that form its basal element. 

2. Cliaracter:stics of Lauds. — The most inrport.-mt 
characteristic of Land in the economic sense is that it is 
fixed in' quail I it i/. It can not bo increased in quantity bj^ 
man’s exertions. 

3. Its difference Lorn Cadtal. — It differs from 
capital in that, 

(1) land is fixed in amount while capital is not, 

(и) the former is a free gift of nature, whereas the 
latter is produced by luiman efforts. 

(iii) Since land cannot be ilicrcascd or reproduced 
in supply, its value can rise to anything, while the value 
of any other thing cannnot rise very much above cost of 
production. 

{iv) Land never goes out of existence, while other ar- 
ticles continually waste out of existence. 

4. Diminishing Returns. — As land and raw materials 
are limited in quantity, the production in which they are 
necessary factors also must be limited. In agriculture 
thei'c are two great limitations : — 

_(1) Agricultural production is limited b}’^ the supply 
of mineral substances that are indispensable to plant life. 
•A part of these essential substances is removed with every 
crop that is raised on the land. 

(2) Agricultural production is limited by the time 
and space necessary for plant life. The farmer is reduced 
to an almost passive part in production. He must wait 
patiently for the- proper season. It takes months to trans- 
form the seed -into ears of wheat ; and it takes years for 
the acorn to become an oak. Again, every plant reqtures 
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room in which to spread its roots and to breathe ; this space 
cannot be restricted. 

(3) Land and raw materials are limited in qnantitj'’, 
while the increase of population is almost unlimited. 

Under these circumstance it coriies about tliJit cvery 
increase in labour and capital applied in agricultural 
production , yields a proportionately diminished return, a//fr 
a certain point has been reached in agriciiUnre. >Suppose 
a’n acre of land produces 40 bushels of wheat, and that 
these 40 bushels represent 20 days’ labour, or, if we prefer 
to express the same thing in money, an expense of $20. 
To make an acre produce twice as much wheat ( i. e., 80 
bushels) more than 40 days of labour or more than $40 of 
expenditure would be necessary. To double the product 
it would be necessary to treble, perhaps to quadruple, the 
labour and expense. This fact is expressed by the Law 
of Diminishing Returns, according to which the returns arc 
not directly proportionate to the increased expenditure of 
labour or capital. The law of diminishing i-etiirns is only 
true after population has reached a certain degree of 
density and even then improvements in the methods of 
production have a counteracting tendency. 

This law a[)plies not only to the cultivated field, but 
to grazing lands, to the mine, the forest and the sea. ' It 
governs the cost of producing fish and whale oil ; fuel and 
timber for manufacture, coal, iron, and copper for the 
furance and the forge ; wool for clothing etc. 

5. Rents. — Rent has been defined as the remuneration 
for the use of land or for the original and indestructible 
powers of the soil. 

6 Land Improvements. — We have seen that in the 
cultivation of land, after a certain point, the law of Dimi- , 
nishing Returns begins to operate. But there is one remedy, 
for this evil. The law will hold good only so long as there^ 
are no simultaneous improvements in the art of agriculture. 

If land improvements are continually brought about, it is 
possible that every additional dose of labour and capital may 
yield an equal return. These improvements may be : — 

1. Improvements in implements. 



( 


) 


25 

2, Improvements in crops, e.g., introduction of a four- 
course rotation of crops, etc. 

3. Investment of capital into the land by the land- 
lord, for permanent improvements, e. g., wells, farm 
buildings, ■ Ob/iously this is only possible when the 
lord exnects to receive returns which will repay the 
capital expended. 

7. Land Values and Economic Progress— The simp- 
lest idea involved in economic progress is increase in, 
ivealth. But “ the most decisive mark of the prospei'ity 
of any country is the increase of the number of its inhabi- 
tants.” In estimating progress in population, however, 
we have also to consider the progress of the nation in 
quality, i. c., in morals and manners. Another way of test- 
ing the progress of a country is by finding'out the pro- 
portion of the capital of the country that is paid as wages 
to its population. 

In connection with land, it may be said that land values 
will be influenced conspicuously ' with economic progress 
of a country, by the growth of population, improvements 
in different branches of production and improvements ia 
the means of transport. 

We consider their effect upon land values under two 
heads (1) Urban Rents and (2) Agricultural rents. 

I. Urban Rents : — 

(а) Growth of ’population would raise urban rents ; 
for the supplj' of land is limited (whether for building 
purposes, or for agriculture) while the demand rises with 
progress in population. 

(б) Improvements in architeetural science would 
enable people to raise the height of buildings with modern 
appliances of lifts &c., to partly remedy the above evil. 

II. — Agricultural Rents ; — 

(a) Growth of population would increase the demand 
for foodstuffs, and land being fixed in quantity, its supply 
will be limited. Hence the value of land will steadily 
rise. , . 

(2) Improvements- in Agricultural science _would 
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allow the same amount of jji-oducc to be I’ciised from less 
land (e. g., by improved rotation of crops), or the same 
amount of land to raise the same supply at less marginal 
cost. This will tend to diminish the- amount of rent, and 
will, to that extent, remedy the above evil, ^ 

(3) Improvsmcn.ts in the means of transport — would 
enable more productive land to take the place of the less 
productive. So far will the improvements counteract 
inferiority of situation. The}' will enable the produce of 
new countries, where the law of diminishing returns has 
not yet begun to work, to be supplied to those places 
where there is a shortage of provision. Thus the value 
of land will be diminished. 


CHAPTER 2. 

LABOUR. 

« 

II. — Definition t — Labour is human exertion of mind 
or of body undergone with the object of creating utilities. 

This factor can only claim to be an agent of production 
in the strict sense of the word. Only man plays an activ’-e 
part in production. Nature is purely passive, though it 
is indespensible to production. People seldom realize 
what an important part labour plaj’^s even in those pro- 
ducts that are often inaccurately termed natural. They 
are ready to believe that every thing that grows on the 
earbli is due to the generosity of nature. As a matter of 
fact nearly all the plants which supply man with food have 
been modified by cultivation and by the labour of hundreds 
of generations. Between the acid berries of the wild 
vine and our grapes, between the succulenb fruits of our 
gardens and the bitter or even poisonous wild-fruits, there 
•is^a vast difference, so great indeed that our fruits inky 
be regarded as artificial products, tliat is to say, as crea- 
tions of human industry. 

It is true, however, that some wealth is nob the pro- 
duct of labour, jirecisely becauseyt existed before any aeb 
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of production, c. g., soil and all the substances with which 
it supplies us. Even in this, labour plays some part. We 
must bear in mind two points: — 

(1) This natural wealth does not exist as wealth, i. e., 
as useful and valuable objects, until human intelligence 
has been able to discover its existence and to perceive 
that it can satisfy our wants. 

(2) Natural wealth cannot be utilized until it has 
undergone a certain amount of labour. Virgin soil must 
be cleared of its trees and underbush, before we can use it. 

II. Distinctive qualities: — There are two chief 
distinctive qualities of labour. Prodicctive and Unpro- 
ductive. 

Productive labour is that which produces utilities fixed 
and embodied in material objects. All other labours are 
unproductive ; because they fail to attain the object of 
the worker. 

Evolution of Ideas concerning the Productivity 
of Dabour. 

It is interesting to follow the succession of economic- 
doctrines regarding the problem of the productivity of 
various kinds of labour. The title prodicctive, originally, 
was applied to one kind of labour, but it has gradually 
been extended in its application, and is now bestowed on 
all kinds without exception. 

(1) Agriculture. — The Physiocrats confined the epithet 
productive to agricultural labour and denied it to all 
other labours. According to them agricultural and similar 
other labours furnish all the materials for wealth, while 
other occupations only work them up. 

(2) Manufacturing. — ^The definition of the physiocrats ' 
was too narrow. The raw product of agriculture and 
mining is usually unfit for consumption ; it must under- 
go numerous modifioatiQns which are affected by raaaufaC' 
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tuning industries. It is an error to Say that agriculture 
and mining create wealth, that manufacture or industry 
only transforms it. The farmer creates nothing; he simply 
transforms the elements contained in the soil and air. 

Ever since Adani Smith wrote on the sulyect no one 
has hesitated to regard manufacturing as productive 
labour. 

(3) Trcinsportaiion . — 'With regard to the labour of 
transportation there has been more hesitation, because it 
seems to make no change whatever in the article trans- 
ported. This feature of identity, it was urged, distin- 
guishes transp ortation from manufacturing. 

If we decide that di.splaeement is not essential enough 
a modification to entitle it to be called productive, then 
we cannot call mining productive either. What distinc- 
tion is there between the work of a miner and that of' the 
■wagoner unless we pretend that displacement is productive 
only when it takes place vertic ally and not so when it 
takes place , hori zontally ? 

(4) Commerce or Trade . — With regard to this, the 
hesitation has been even longer. It may be said that 
commerce or trade, i. e., buying for the purpose of selling, 
does not imply any creation of wealth. 

We must observe that commerce cannot very well be 
separated from transportation. Merchants are the real 
directors of transportation; the carrying industries do 
their bidding. Moreover, they also preserve and store up 
goods, and sometimes even subject them to slight modifi- 
cations. Even when commerce is nothing more than 
exchange pure and simple, the mere act .of transferring a 
thing to tlic person \yho will utilise it must be regarded 
as productive.' 

(5) Liberal Professions — Finall}’', discussion has beFn 
keenest with regard to services,' such ag those rendered by 
the liberal professions. It may be asked, where are the 
products of the labour of a Judge or of a Surgeon ? Two 

■ facts must be noted In this connection ;-r- 
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(a) Production has for its direct object the satisfaction 
of human wants, and some wants may be satisfied without 
the intervention of material objects, 

(b) Owing to division of labour, there is such an inter- 
dependence in the labours of men that even immaterial 
services are an indispensable condition of the production 
of all material wealth. Undoubtedly the various kinds of 
labour do not contribute in just the same way to production 
It is not even necessary to determine which of these 
labours is most useful economical 1}’. What we need is a. 
proper co-ordination of the various functions of labour. 

III. Skilled and Unskilled Labour. ' Unskilled 
labour may be said to be labour for performing which 
no special training is required. For example, where 
education is universal, an occupation may fairly be 
classed as unskilled, though it requires a knowledge of 
reading and writing (e. g., the work of a copyist). 

These terms are relative and vary very much form 
time to time and country to countiy. In districts in which 
manufactures have long been domiciled, a habit of respon- 
sibility, of carefulness and promptitude in handling 
expensive machinery and materials, becomes the common 
property of all ; and then much of the work of tending 
machinery is said to be entirely mechanical and unskilled, 
and to call forth no human faculty that is worthy of esteem. 
But such a work, undoubtedly, could not be done so 
skilfully by -a very large majority of people in the world. 
Perhaps half of the world’s population could not do it well 
even by steady training for two generations. 

Those kinds of manual work which require long conti- 
nued practice in one set of operations are becoming rarer; 
for machinery is constantly taking over work that requires 
manual skill of this kind. Thus the manual skill that is 
so specialized as to be wholly incapable of being transferred 
from one occupation to another, is becoming steadily less 
and less important. Increasing importance is being 
attached now to general ability rather than to specialized 
ability. 
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General Ability o.nd Specialized Ability. The term 
general ability ziia}’’ be used to denote “ those faculties 
•and that general knowledge and intelligence which 
are in varying degrees the cornuion property of all the 
higher grades of industiy.” 

The term specialized ability may mean “ that manual 
dexterit}^ and that acquaintance with particular materials 
and processes which are required for the special purposes 
of individual trades.” 

The terms skilled and unskilled may bo used in their 
ordinary every daysense bearing in mind their relativity. 

IV. Conditions of efficiency and influence of here- 
dity. — In considering the suppl}' of labourers or the la- 
bour'powcr of a country for the production of wealth, we 
have not only to cansider the number of labourers avail- 
able, either for production as a whole or for particular 
branches of production, but also how long do they live 
and, 

(2) their individual efficiency 

(3) the organization of labour. 

I. The number oi labourers,-- In the animal and 
vegetable world the growth of number is governed by two 
forces : — 

(«) The tendency of the individual to propagate his 
species. 

(&) The struggle for life which thins out vast 
numbers. 

In man only these forces are complicated by other 
considerations. On the one hand regard for the future 
exercises . a I'estrainiug influence. On the other handi 
society puts pressure on the individual' sometimes to ac- 
celerate and sometimes to retard the growth of popula- 
tion. 

Malthus declared in .his essay on ..population the im« 
porbance of.moral restraints, ■ He says that 
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(1) 'Population tends to increase faster than the means 
of subsistence. 

(2) Population invariably increases, where the means 
of subsistence increase, unless checked. 

(.3) Those checks whicli bring population down to the 
level of subsistence arc all rosolv.ible into moral self-res- 
traint, vice and misery, disease and fatiiines. 

The chief item of self-restraint is gencrall}’ called 
•“Standard of comfort.” Thus an increase in the means 
of subsistence may lead to a rise in this sLand.ard and this 
Avould prevent an immediate increase of population. In 
this connection Prof. Marshall observes: — 

“It seems primci /acte advisable that people should nob 
bring children into the world till they can see their way 
of giving them at least as good an education, both ph 3 'sical 
and mental, as they themselves had.” 

IT, Individnal efficiency. — The efficiency of the in- 
dividual labourer depends upon several factors : — 

(i) Health and strength . — The first condition of the 
fit workman is physical vigour. It .is largely influ- 
enced by climate and races. In climates of e.vcessive 
heat and e.xcessive cold much vigour is lost. Men can 
work best in temperate climates. Again, some races are 
naturally stronger and more vigourous. than. others. Be- 
sides these, much depends upon the amount of rest obtain- 
ed between the periods of work, upon the hopefulness, 
freedom; security etc. of the workman ; upon more or 
.less plentiful diet; 'upon good or bad sanitary arrange- 
ments ; upon the nature of the occupation and, not least, 
upon the original constitution of the labourer. It also de- 
pends upon custom e. g,, early marriage system among the 
Hindus weakens their phj’siqiie. ' 

(ii) Knowledge and mental ability . — By mental 
ability is here meant general ability as opposed to spe- 
.cialized ability. -These depend on bringing up and educa- 
tion of the workman. If he is well educated and intelli- 
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genfc, possessing general abilitj^ he needs (a) a shoter ajD- 
prenticesliip, (b) less superintendence, and is (c) less waste- 
ful of materials, only because he understands the nature 
of the stuff he liandles, and the working of the tools and 
machinery he uses. 

(Hi) Moral character . — Equally important (as mental 
qualities) are the moral qualities. A workman should be 
honest and trustworth}* and must possess the moral virtues 
of diligence, care, self-reliance. He should not be easily 
discouraged and he must take an interest in his work. 

(iv) InfLiience of Heredity . — Quite obviously here- 
ditary qualities are of great importance in producing effi- 
6iency. The children of people engaged in a certain in- 
dustry are much more likel}^ to do well at it than the 
children of other people. Skill in that industry" becomes 
he^editar3^ Mysteries are no mysteries. The craft, so to 
speak, is in the air; and children master its intricacies be- 
fore they grow up. In this connection it may be said in 
favour of the caste svstem that it produces hereditary 
skill 

III. — Organization. — Organization of industry is 
veiy important. Large numbers of workmen connot do 
very much unless they work together and help each other. 
Efficient organization demands that the individual should 
be employed as fully as possible at just that work for 
which he is most suited and that he shall have the best 
possible machinery to assist his efforts. This is the big 
justification for the division of labour. 

The division of labour means “ the separation of the 
total labour required for the manufacture of single pro- 
duct into various distinct processes, and allocation ^of 
each of these processes to a particular labourer or body 
of labourers.’' In the division of • labour every workman 
performs only that task for which he is most suited. 

(a) The conditions of the division of labour. — 

(i) It prevails to a large extent only in large centres 
of population, where the size of the market is great and 
production on a large scale necessary,: 



(ii) There must be conliimous noL iiiLermifcfenfc pro- 
duction. Hence the conclusion is drawn that division of 
labour is not applicable to agriculture. 

(h) Tils advantages of the Division of Labour. 

The reasons why division of labour increases the pro- 
ductive pov.-er of labour arc us follows : — 

(?) The most complicated work can be divided into a 
series of very simple and almost mechanical operations. 
It is the division of labour into simple constituent parts 
that hid made it possible to construct mcchinery for do- 
ing work that at first sight appears to bo most complicated. 

(2) The- division of labour creates a great diversity of 
tasks, and enables us to fit each of these tasks to the 
individual capacities of the workmen. 

(3) The constant repetition of the same task results in 
developing remarkable dexterity in manual labour, 

(4) Economy of time results from continuous work. 

(5) Economy of implements reaches a maximum when 
each labourer employs bub one tool and Uses it constantly. 

(6) A shorter period of apprenticeship is necessary 
to learn one particular branch only. 

(c) Drawbacks. — Bub as opposed to all these advan- 
tages, some serious drawbacks have been pointed out 

(i) The degradation of the workman, who perfornhs 
the same simple operation all the time and is thus reduced 
to the role of a mere machine. Lemoiitey says ; “It/ ia a 
sad confession for a man to make that during his whfjle life 

he has done nothing more than make the eighteetith part 
of a pin.” . , y 

It ma}!^ bo said that the introduction ofj machinery 
constantly tends to remove this evil effect of the division 
of labour. As soon as any productive operaijion becomes 
60 simple as to be purely mechanical, it can nob be long 
before the workman will be replaced by a machine. Again 
legislation tries to reduce ^ the length of the work day, 
thus leaving the woj^kraan spare time, • 
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(ii) The extreme dependence of the workman who is 
incapable of doing any thing except the particular opera- 
tion to which he has become accustomed, and who therefore 
is in constant danger of being helpless when discharged. 

What, then, must be our- final judgment regarding 
the division of labour ? The disadvantages of the division 
of labour far outweigh the advantages. To be sure, there 
are many kinds of mechanical work that stunt the intel- 
ligence ; but this is not due to the division of labour. 
Would the workman who makes pin-heads .gain much 
intellectually and morally by making whole pins.^" The work 
of a street sweeper is not divided. Is it therefore nobler 
than that of a labourer who makes nothing but nails ?. 

V. Mobility:— 

Mobility is another quality of labour that efiects the 
supply of labour in a country. It may be defined as the 
power of the labourer to change either'-his occupation ar 
the place in which he works. The first named obviously 
is a difficult power to acquire because a' man who has 
learnt one trade finds it difficult to undergo the training 
necessary to enable him to earn good wages in another 
..trade e. g., a 'inistree can not easily become a farmer. 

, -’Mobility from place to place is only possible to a very 
jsmall extent, specially in India, owing to ignorance, etc. 

\A. Obstacles to mobility. 

jfj'rom trade to trade : — 

(i) A man lacks opportunities and means of learning 
•anotliei?\trade. . 

(ii) Sentiment and religious considerations often 
become' obstacles for mobility from one occupation, to 
another. For example, in India, a Brahman milk-seller 

' would never work in a shoe-factory. 

From place to place 

(i) He, often lacks the means of moving from one 
' place to another, 



(ii) He is ignorant of places TV'fierein he may find 
new openings for employment. 

(iii) Religion and custom, and above all family 
affection, tie him down to one place. 

(iv) Men are checked frequently from moving about, 
because of the difficulty of language. 

B. Remedies. — {i) A general diffusion of elementary 
education coupled with, 

(ii) The distribution of organised information as to 
places where labourers should go or should not go. 

(Hi) When the labourers are well-organised there 
. should be some fund which could be used for the purpose 
of making temporary loans to men who arc genuinely in 
want of work but lack the means to travel. 

VI« Combinations. — The workman who deals indi- 
vidually with the employer is at a considerable dis- 
, advantage for the following reasons ; — 

1. The labourer iimst work in order to live i. e., must 
sell his labour whereas the capitalist can wait. 

2. Generally the employer can do without the work- 
man, but the. labourer cannot easily find out a new ' 
employer. 

3. The employer possesses, generally speaking,, full 
knowledge of the conditions of the market and has better 
opportunities far grasping the whole economic situation . 
and taking advantage of it. 

Therefore the contract between a labourer and an 
employer is not generally a free contract. The former can 
only reject or accept the terms offered and in most cases, 
beds obliged to accept them under pressure of want. 

But when labourers in the same trade eomhine; i.e., form 
an organisation both parties are more likely to be on equal 
footing as 
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(1) There organisations enable the workman to reject 
disadvantageous terras and support him during unemploy- 
ment by means of contributions from members. 

(2) Since all workmen in each branch of production 
dombine to make a collective whole, the employer can nob 
deal with a single individual but with a 'whole group 
through its representatives. Thus there is “collective 
bargaining”. 

(3) They provide bureaux of information for labourers; 
they can have competent and experienced leaders, who can 
find out the industrial situation as well as the employers 
and who can therefore prevent unwise conduct on their 
part. The aim of such combinations is not to fix arbitrary - 
rates of wages, but to obtain the rate of wages justified by 
the general condition of the market and not determined 
by certain accidental circumstances, e. g., relative poverty 
of the labourers and the dire want of food that sometimes 
obliges them to accept the employer’s terms. 

Associations of labourers belonging to the same trade 
are not new institutions bub date from the middle ages. 
In England they are called “Trades Unions.” But during 
the Reformation they were dissolved. Later on, the 
Comhination Laws were passed forbidding workmen to 
unite. It was nob before 1871, that the laboiu’ers . were, 
in England, allowed to organize permanent associations 
though it is the classic country for this movement. In 
1902, there were 1236 trades unions in England having 
1,922780 members. 

§ Fiinctions of “ Trades Unions’ 

(ij To collect funds from members and. support tnose 
who cannot find ivork except on terms below standard. 

(2) To grant provident benefits to members in need 
.of them. - 

(3) To try to secure increase of wages, reduction of 
working hours, healthy and .safe conditions, of work and 
to defend individuals against their employers, 
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Com'binafcions of labour, have undoubtedly increased 
power of the working class. They have contributed to 
the education of labourers, and promoted culture and 
social intercourse among their members, and have secured 
better conditions in the labour contract in several ways. 
They have decidedly increased wages. One of the means 
of accomplishing this is by having recourse to airikes, for 
which please see the chapter on Wages. 

CHAPTER 3. 

CAPITAL. 

Capital is the second great factor of production, 

I. It has got two qualities : — 

(a) Fixed capitali. e., capital that can be used to 
serve for several productive acts. It may include the 
most fragile implements, such as needles, and the most 
durable kinds of wealth, such as canals or tunnels, which 
last as long as the world. 

(ii) Circulating Capital i. e., capital that can be 
used only once, because it is consumed in the act of produc- 
tion. For example, the wheat that is sown, manure that is 
mixed with the soil, coal that is burnt, cotton that is spun, 
wages that are paid to the labourers &c., &c. 

Fixed capital is practically invested capital and com- 
prehends machinery, houses, public-works, railways, canals, 
improvements to land and anything productive which 
exists in a durable shape. Circulatingcapital, on the other 
hand, comprehends raw materials, metals, minerals, &c., &c. 
This term (circulating) is not a happy designation. This 
kind of capital does not circulate. It fulfils the whole of 
• its function by a single use. The term “Floating capital” 
has been suggested for this kind of capital. 

II. Distinction between wealth and capital. — There 
are three kinds of wealth : — 

1. -That which serves only for consumption and which 
is npt capital, although it may at any time become capital, 
e. S'.,- ornaments, 
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2. Tliafc wliicli like the preceding, serves onl_y for 
consumption, but which, neverbhless, “gives its owner an 
income derived from the income of others. This is called 
Lucrative cainta^l. 

3. That which is actually employed in production, and 
which is therefore called Productive ca'pital. 

III, The Productivity of Capital — It is customary 
to say that capital yields an income. This seems to be an 
essential part of its nature just as trees naturally bear 
fruit or as hens naturally lay eggs. Hence the income 
provided by capital is regarded as a produce due exclusively 
to capital. But the idea of its natural productivity should 
be abandoned. It is a pure chimera. Not only has a 
bag of money never produced a single cent, but a bale of 
cotton or a ton of iron never has produced any cotton 
or iron. Capital is inert matter and by itself is absolutely 
sterile. Bub only when it is pub in the service of labour 
does it give labour a degree of productivity that may be 
very great. "With a horse and a plough a farmer can 
produce much more wheat than with his manual labour. 
This surplus crop is the income from capital. 

IV. Conditions of Accumulation. — In order to, bo 
better off and not to be worse off in future, saving is 
necessary. People save money, that is, “ put it aside " 
for their old age or for their children &c. It is well to 
examine the conditions which govern the accumulation of 
capital. 

• (a) As subjective condition to saving, there must be 

a certain degree of foresight. People must be able to 
realize their future. 

(6) As an objective condition to saving, it must be 
possible to preserve the commodity saved. Under ordi- 
nary natural conditions there are few objects of consump- 
tion, the use of which can -be postponed without danger of 
deterioration or total loss of utility and value. But with 
the invention of metallic money, saving has -been facilitate 
ed. We do nob store perishable objects but change them 
with metallic money, pub thein in a safe place and at any' 
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subsequent time, we or our descciul.-xuLs may exchange 
them for any kind of ^Yealtll thej' choose. The invention 
of credit, it should be noted, is a more marvellous instru- 
ment for saving than n\oncy. 

(c) Before a man can save, his labour must yield more 
than necessaries of life. 

(d) Finally, there must be institutions or devices for 
facilitating saving, or at least for making it possible. For 
example, savings banks, mutual providential societies, 
consumers’ co-operative societies, co-operative credit 
societies, &c, 


Chapter 4. 

ORGANIZATION. 

We have seen that in order to obtain best results, to 
create the greatest possible number of utilities at the 
least possible cost, organization of industry is necessary. 
The addition of organization as a fourth agent of produc- 
tion by Marshall is perfectly justified. But before discussing 
the several heads included in the .chapter of organization, 
we must know what services does each of the three tra- 
ditionally recognized' factors — land, labour and capital, 
renders to production. 

1. The three Agents and the extent to which they 
are needed. — For the purpose of simplicity the three agents 
of production recognized traditionally are Land, Labour 
and Capital. But from the point of view of Production— 
not Distribution — these three factors play unimportant 
parts. Of the three, labour is the only one that can claim 
to be an agent of production in the exact sense of the word. 
Only man plays an active part in production; nature is 
absolutely passive, and merely obeys man, often after 
long resistance. 'Nevertheless, whenever we have to do 
with material wealth, nature is indispensable to pvoduc- 
.'tion, It may therefore be called a' factor of production, 
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for it) is not only a necessary concomitant of labour, but 
must exist before labour. The activity of man dos not 
really create, but must find in the outside world those 
indispensable materials on which it operates. These 
materials are furnished by nature. The third fiictor, capital, 
plays also a purely passive part, and hence it should not be 
called a productive agent. Logically and nhronologically 
it is derived from the two others. Capital is only a pro- 
duct of labour and nature, set aside for productive uses. 

Note — I t is no3siblc. however, to conceive of (1) commoJities in the 
production of wh ch ueither labour nor capital has contributed anything 
c. y., caves used as dwelling; wild fruits used as food of man etc. (2) 
of wealth in producing which no capital be employed, e g , Pebbles of 
v.aluecTcnin their uncut state, picked up on the beach ; or earthen 
cups shaped by hand and baked by sun. But these are rare cases. 

2. Production on a large and on a small scale. — 
In manufacturing industries production on a large scale 
is generally advantageous, while in agricultural industry, 
production on a small scale is found to be good. 

A. Largo scale production is only possible where the 
market is wide and the demand great. 

{i) Advantages of Large scale productions : — 

(a) Economy of labour. — Economy of labour and 
skill due to the introduction of more perfect division of 
labour and bringing the labourer together. For example, 
take a hundred firms, each employing tea men. If we 
merge them into one large establishment, it will nob be 
necessary bo retain all the employees in order to do the 
same amount of work. There will be no need for a 100 
cashiers or a 100 book-keepers. Many of them may be 
easily dispensed Avith. 

(b) Economy of place. — To obtain a hundred times- 
more room in a fiictory, it is not necessary to have a piSce 
of ground a hundred times as large. When the. volumes 
of t\vo cubics are as 1 bo 1,000, their surfaces are as 1 to 
100 ; and it is the surface that costs most, . 

' (o) Economy in natural agents.- — A powerful steam 
engine consumes, relatively, speaking, far less coal than 



a weak one. Eleefci’ic lighting is more economical than 
gas illuraiuation when used for a largo area, but it is 
exceedingly dear when used on a small scale, 

(d) Economy of capital . — A large store transacting 
100 times the business done by a small one need not keep 
on hand a hundred times the goods kept in stock by the 
smaller one. A smaller quantity with frequent renewals 
will be sufficient. Again, merchants buying on large scale 
can secure better bargains. Therefore big merchants that 
buy in large quantities can make more effective use of 
their capital. 

[Advantages pointed out by other authors.] 

(e) Use of highly specialized machinery. 

if) Possibility of experiment and new inventions. 
Large firms can employ scientists and carry on the work of 
research and experiments in any branch of industry. 

(f/) Utilization of a multitude of by-products. 

(h) Large savings possible hyVarrying on subsidiary 
processes,, c. p,, sale of ores iu iron foundaries. 

1 - (i) A wide reputation secured by means ofadverbise- 
menbi efficient and specialized services, and convenie aces 
for customers, which would be impossible in a small busi- 
ness. 

{ii) Disadvantages : — 

(ft) If demand be misunderstood and production carried 
on misdirected, it would involve far greater loss. 

(h) This system gives lase to bitter conflicts of interest 
between labour and capital. 

(u) Production on a large scale may give a greater net 
produce, i. e , greater profit to the land owner, but generally 
-jnelds a smaller gross produce, i. e., less food and less wages 
for the nation. 

(d) There are some kinds of farming e.g., dairy farming, 
vine farming, which require great care and which are 
consequently better managed by small farms. 
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Advantag-es of small scale production. 

' These are chiefly in connection with AgriciCUwre. 
1. Generally, agriculture allows less systematic organization 
than manufactures and a less thorough application of the 
principle of Division of Labour. Machinery is much less 
used in agriculture than in manuflicturing industry and the 
collection of large masses of workers as in manufactur- 
ing centres is impossible. It is also not possible to keep 
one man always at one small portion of work, owing to the 
fact that work varies at different seasons of the year, hence 
labour can not be especialized. The small farmer, too, 
who is the owner of his land, works with an ardour 
that brings about the maximum of production. 

2. The advantages of personal supervision, business 
superintendence and personal interest, are more obvious 
and important in agriculture than in most manufacturing 
businesses. 

Small scale production is then advantageous in indus- 
tries which do not permit of a thorough application of the 
division of labour and which demand the incessant invigi- 
lenee of personal ineterest. 

3 The Employer. — (a) Why is he needed ? 
With the progress of division of labour, and large scale 
production etc,, need arises for a master, known as the 
employer, or the entrepreneur. He is needed not only to 
enforce discipline and organize' labour, but also to decide 
what shall be made and at what price shall it be sold. 
Thus the industry of the world is not tending towards 
democracy but in the opposite direction. 

Man}’' economists have advocated co-operation as a 
means of abolition of mastership, but the conditions under 
which modern production is carried on are so complicated 
that the abolition is less feasible now than ever. 

(h)_His Qualities. 

1. In his first r61e as a merchant and an organizer of pro- 
duction, he must have a thorough knowledge of his trade. 
He must have the power of forecasting the broad 'move- 
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mcula of production and consum})tioii, of seeing where 
there is an opportunity for supplying a new commodity 
that will meet a real want. He must be able to judge 
cautiously and undertake risks boldly, 

2 . His second dut}', as an cmplo3-er, is that he must 
have a power of first choosing his assistants rightly and 
then trusting them fully; of interesting them in the 
business and of getting them to trust him, so as to birng 
out whatever enterprise and power of origination there 
is in them ; while he himself exercises a general control 
over everything, and preserves order and unity in the 
main plan of the business. 

Notc. — T he employer proper is a man who borrows Ihc capital of others 
and hires labour for carrying on his business. lie himself 
of course uricicrtnkcs .all the risks of the business nnd. he liimself 
controls and manages the business, 

(c) Advantages and disadvantages of the system . — 
The great advantage of this S3’stem is that it enables the 
ablest man in the countr3' to control the industry of tha ■ 

countr3'. 

(cZ) The great drawbaclcs of the system are 

(-i) Since the producer is not in immediate touch 
with the consumer, there is the possibility of great 
misunderstanding between the two and it is possible and 
indeed it frequently happens that demand is misunder- 
stood, production carried on wrong lines, and great loss 
is incurred. 

{ii) There is, also, the possibility of great loss ; that a 
supremely successful employer, a man of business, may> 
be succe^ed by one of less powers. This is not onl3r 
possible but probable, since the son- of a successful em- 
ployer brought up in case, wealth,, and luxury, is very 
unlikely to be a successful employer himself. 

4 . Machinery.— In the modern conditions of industry- 
there is a very great tendency to replace manual labour : 
by motive force? chiefly maohineiy,. 
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(A) There are direct advanlagcs resulting from the 
proper use of mochiriery which ccononiists have pointed 
out. The principal of them arc the following : — 

1. Machineiy diminishes the strain on human muscles 
and relieves men of the grievous fatigue which makes 
them prematurely old. 

2. Machinery permits the employment of workers of 
average strength and ability for tasks that formerly 
required an exceptional degree of one or both. 

3. Machinery performs work much more rapidly 
than would otherwise be possible. 

4i, Machinery excels both in the performance of 
'exceedingly great tasks and in the accomplishments of 
of exceptionally delicate ones. 

5. Macliinery performs the monotonous work and 
lessens the monotony of life. 

6. Machinery permits the production of a large num- 
ber of exactly identical pieces or products and thus gives 
rise to the modern system of “intercliangeable parts” per- 
mitting the broken parts of machines to be replaced at 
once by exactly similar pieces. [As a result of this 
small macliines will tend to be increasingly used in 
domestic industry.] 

7. Machinery weakens the barriers between different 
trades; because many machines which are in use in one 
industry are similar in general character to those used in 
anany other industries. 

(8) Machinery increases the demand for general intelli- 
gence. 

Bub against these advantages we must remember^' — 

jB. Its disadvantages 

(1) The displacement of labour by luachinery always 
results in misery for the manual labourers if there is no 
other opening for them, however temporary the distress” 
may be. 
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(2) Machinery makes a man a tender instead uf a 
labourer. Ho feels a machine instead of performing ardu- 
ous physical toil. It supplants one kind ot monotony 
with another. Besides this, it frequently has the most 
disastrous effect on ph 3 ’sique. It may change an outdoor 
to an indoor occupation. It must involve a decrease in 
the physica.1 energy required. 

Ifote Obviously this tiiovemcnfc exhibits the division of labour in its 
most genernl form, and in order to introduce m.ichinery euccess- 
fn.ly there should be a wide market for the commodity pro- 
diiced. 

G. Its effects wpon the labouring class. The classi- 
cal economists endeavoured to show that niachiner}t does 
more good than harm to the working classes. The three 
classicai arguments are the following: — - 

(1) Machinery lowers prices by lowering the cost of 
production. Hence the workman gains an advantage as 
consumer equal to his loss as producer, 

; (2) Every mechanical invention lowers prices; lower 
prices invove greater demand and hence increased pro- 
duction. The final result is always to give new employ- 
ments to the workmen that have been temporarily dis- 
placed, 

(3) Machinery economizes manual labour, which 
involves gain for some one — either to tho consumer in the 
form of reduced prices or to the producer in the form of 
greater profits. The monej’- previously paid to the work- 
men is saved and is afterwards either spent or invested.- 
Both would encourage industry, increase production and 
give new openings to the labourers. , 

(4) Again, every mechanical invention sets free a 
certain quantity of capital also. As these two-elements — 
labour and capital — have a great affinity and can not do 
without each other, they will end by combining and 
would supply new work for the labourers. 

But against these may be said that 

(1) The compeiisatioh in reduced prices will not exist, 
if the product in question is not one consumed by the 
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labourer c. £?, cheapening of laces .would do him little good 
or even if he consumes the product, it may ‘form a very 
insignificant part of his expenditure and so the fall in prices 
will be only an insignificant saving, c. g., cheap stockings 
would not give much consolation to -the woman who has 
lost her emplojmient of knitting stockings. -In order that 
the compensation be a real one, machinery shall have 
to be introduced siniultaneousl}’^ in all branches of produc- 
tion, so that the consequent fall in prices be general and 
simultaneous. 

regards the second argument, it is certain that 
this is by no means always certain. Whenever a com mo- ' 
dity satisfies only a limited want (e.g., conffins); and when- 
ever one industry is bound with another ( e.g., casks and 

wine) , a fall in price has little effect upon the amount 
sold. , 

, Secondly, even admitting that reduced prices would 
increase production, it would require long time to do it 
The process would take time. What would the labourer 
do in the meantime? 

3 -1- 4, With regard to the third and fourth arguments 
It should be asked when and where shall the combination 
of labour and capital take place ? Perhaps in few years • 
perhaps at the other end of the world. The consume/ 
possibly, will use his saving to help dig a canal at Panam/ 
or build a railroad in China. Unfortunately the work- 
man cannot so easily be moved. 

5. Localization of Industry — The phrase means the 
concentration of specialized industries in particular loca- 
lities. ^ It is remarkable -how in the modern world certain 
industries come to be allocated to certain districts, hdW 
certain branches of manufacture seem to fix themselves in 
certain localities. For example, in England the iron trade ’ 
was always carried on where timber was plentiful. Now 
of course, the. iron industry . is always carried on where 
coal 18 plentiful, 
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A. The origin of such industries. 

(i) Physical causes , e. g., climatic conditions, as in the 
case of Lancashire cotton industry. Tlie soil is moist and 
favourable to cotton. The qualities of the soil, such as 
ttie plentiful supply of raw m'aterials; the existence of 
mines and quarries in the neighbourhood; or the place 
being within easy access by land or water, also constitute 
causes of localization. The iron industries of Bengal is a 
good example. 

{ii) Patronage of court or the favour of the rich also 
determines the case. For example, Dacca was famons 
for muslins, Agra, Delhi &c. 

B. The advantages of localized industries. 

(i) Skill becomes hereditary ; children learn the in- 
tricacies of the* trade almost unconsciously. Mysteries 
remain no mysteries to those around the neighbourhood. 

(ii) Subsidiary industries grow up; e. g., in Lancashire , 
the manufacture of textile machinery has been localized 
as a direct consequence of the, cotton manufacture which 
is localized there, 

(Hi) The use of highly especialized machinery of a 
costly and delicate kind which can only be used where 
there is a number of factories. Once an industry is 
localized the division of labour can proceed thoroughly, 
and the large number of people following the industries 
can be divided into many large bodies, each following, 
a section of the craft. It would pay them to use specia- 
lized machinery. 

(iv) There grows up a local market for skill. If a man 
wants to start an iron woikshop, he can find good workers 
in such districts, while men, seeking employment, would 
go to places where they hope to find good market for 
their skill. 

(u) The transport trades soon come to be important. 
The facility of transport is though one of the causes of 
localizitiou, such as cotton trade 3 ust behind Bombay,etX 
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even if the conveniences of transport are not obviaus thev 
soon come to be developed. ' ^ 

(vi) The bankingsystem is accommodated to it. If, for 
example, a man desires to borrow money for cotton spin- 
ning in India, he would not go to Allahabad, whore cotton 
spinning is not carried on, but to Bombay jvhere bankers 
understaud the exact kind of risk involved. 

G. Disadvantages: — 

(i) It makes too great a demand for one kind of labour; 
Foi instance, a distiict entirely devoted to iron Works does 
not give sufficient openings for the labour of women and 
children. 


(ii) _ The whole of the population is seriously inconve- 
nienced if there be a depression in that kind of industrjr. 

Note .--Tbe remedy is to foster other tr.-icles so that failure- of one mar 
be mitigated by prosperity in oihers. 


6. Tbe ^Principle of Substitution.-”!!! considerincr 
the question of production it is always seen that people 
replace labour with machinery. It is because they gain 
their end relatively cheaper. They always substitute more 
economical method of producing a commodity for the less 
economical. It is not the case only with -labour and 
machinery. Tiie producers are always weighing the 
advantages of one method of production against another, 
and constantly attempting to scrike a balance. They 
consider the relative advantages of the human no-ent and 
the mechanical agent, sometimes substituting machinery 
for man, sometimes man for machinery. Sonietimes they 
substitute one class of machinery with another and some- 
times one class of labour with another. The principle 
may be simply stated thus: — 


Producers tend to substitute those methods or agents 
of production which are cheaper relatively to their effici- 
ency for those which are less cheap relatively to their 
efficiency, i. e., after the expenses of using the method or 
tbe agent have been paid, the net product remaining is 
larger. 
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7. CJiapauies. — “ Where a number of persons is in- 
corporated into a company, either under Act of Parliament, 
or Charter from the cro^Yn or by registration under the 
Comnanicjs Act, the liablityof members being either limi- 
ted or unlimited, it ’s exiled a company.” There are txvo 
broad classes of such companies. 

A. Unliniiiel LiahilUt/ Company. -The idea of an un- 
limited liabilit}’ company is that \arlous persons subscribe 
their capital to a venture, whether commercial or indus- 
trial; and because the}!’ very largely surrender the control of 
their capital and risk losing it, they are entitled to a share 
in the proceeds of the venture. In return for a share in 
the ri.‘;k, they receive a .share in the profits. The chief fea- 
ture of an unlimited liablity company is that in addition 
to standing to lose the capital they subscribe, the members 
of such a company stand to lose all they possess to liquidate 
the debts of such company, if it hai^pon to fail. 

Noth.— I' hogrcntflii.ndv.'int.xg'’. of su.?!! a cornpnnj’ is that it clearly limits 
coiuraorciiil .acti viiics ; for men woiiM uot invest tlieir money in 
a vetuurc if l)y the act of investment they stand to lose all 
they possess. 

B. A, Joint Stock Com-pamj of Limited Liahility. 
I, The idea of a limited liability company is just the 
same as that of the above, only in case of failure, in this 
company, the members risk to lose their capital onlp, 
which they subscribe to it. In other particulars it is 
quite similar to the above mentioned companies. They are 
also formed by stated contributions, tlieir shares are 
ti'ansferable and the management is c-HTied on by 
officials of the company called the Directors, to the 
exclusion of individual share-holders as such. 

II. The advantages ; — 

1. They can enter on undertakings beyond the scope 
' of private capitals e. y;, Railways, Docks &c. 

2. They can enter on undertakings, which though 
not absolutely beyond the scope of private enterprizs are 
yet inconvenient to it. 
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8. They present a greater eecurity as the possible 
liability is well spread out. 

4. They are very much more convenient to the gene- 
ral public, as money is not concentrated too much in one 
hand. Besides, individual share-holders can sell out if 
they desire. 

5. They serve to collect, to sweep up small capital 
sums and to devote it to more useful work than it would 
otherwise engage in. 

6. They afford numerous opportunities for employment 
with a fixed income e. p., as clerks or managers in a com- 
pany. 

7. They will facilitate the introduction of improve- 
ments and inventions. 

8. They afford better opportunity to men of real 
talents. 

9. Their further growth would prove very beneficial 
as regards the relations between employers and workmen. 

III. Disadvantages : — 

1. Absence of adequate knowledge of the business on 
the part of the share holders. 

2. The directors and paid managers are not directly 
interested in its success. 

3. The failure of a company does not affect the mer- 
cantile standing of any person and there may be more 
temptation, therefore, to enter on risky enterprise. 

' . 4. Joint stock companies favour the creation of large 

scale production and render the existence of small firms 
very difficult. The profits of private traders would be 
diminished. 

5. The publication of accounts, annually or half 
yearly, though useful, serves to clearly give out to rival' 
firms how the firm stands and that is not desirable. 

ITotb — In rccerih times, there has' been a maiTellous growth of such 
companies, in^India and elsewhere; 
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8, Law of Increasing Returns. — In af3;rlculbural pro- 
duction, the Law of Diminishing Returns operates, by 
which additional doses of labour and capital yield a pro- 
portionately diminished return. But in industry and com- 
merce there is a different law. It is called the Law of 
Increasing Returns. Production on a large scale and the 
division of labour affect economies in production, which 
make additional doses of labour and capital yield propor- 
tionately increased produce. The law may be simply 
stated thus : — “ An increase of capital and labour leads 
generally to an improved organization which increases the 
efficiency of the work of capital and labour.” That is to 
say, an increase to the amount of labour and capital ap- 
plied to an industry so increases the economies which a 
firm can introduce, that it leads to an increase of output 
more than proportionately great c. p., it is cheaper to pro- 
duce a million than a thousand bicycles. 

9. The Law of Constant Returns. — In certain in- 
dustries the law of increasing returns and diminishing 
returns neutralize each other. Then the law of constant 
returns may be said to operate. 

Thus in the earliest stages of certain manufactures, 
the chief thing may be the raising of raw produce ; it may 
be wholly agricultural, e. g., the cotton industry. Later 
again, in working up the raw material, the work may 
be wholly industrial. Throughout the whole process 
from cotton seed to finished product, the operation of two 
other laws may balance and the law of constant returns may 
operate. It may be stated thus : — “ In certain industries 
the law of diminishing returns and the law of increasing 
returns balance each other and then the law of constant 
returns is said to operate.” For example, wooden plates 
carved by hand. 
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PART III 

CONSUMPTION. 

•Tho ConsiimpLion of wealth means the putting of it 
to that use for whieh it is desired. Consumption is that 
process by which the utility of wealth for any particular 
purpose is consumed. It involves destruction of utility. 
A commodity is consumed when it is applied to a definite 
use. The commodity itself need not be destroyed, though 
it generally is, e. g., a sheet of cloth when it is torn and 
cut for a suit is consumed. Generally, the use of wealth 
implies loss of substance and change of form. 

Consumption is the end, the aim of production. It 
is just because a man has wants that he employs himself 
in production. If ho had no wants, the supposition is that 
he wonld not work, because his work could have no end. 
Under modern conditions, a man seems to be working 
mercl}' to satisfy the wants of others ; but he does so be- 
cause he knows that if ho does not create utilities for 
other people to consume, he will be in no position to de- 
mand the utilities which he requires. It is want that 
gives impetus to production. 

It becomes necessary, therefore, to study “Wants” 
first in the department of consumption. 

L Wants. 

■ 1. Definition : — The word “want” in the economic sense' 
means “ a roan’s effective desire ” for a commodity. Now 
.what is this effective desire ? The phrase does not merely 
mean that a man wishes to possess something. It means 
that he, desires to get it, and his desire is backed by will- 
ingness to pay a price for it. The intensity of a man’s 
want is measured by the price that he is willing to pay 
for the commodity. For example, a starving man has an 
intense desire for food, but his demand amounts to no- 
thing unless he has the means (money) to purchase what 
he wants. Economics is reall}'^ the science of financial 
relations, It deals with acts and motives capable 
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of money-nieasurem&nb. Hciicc it takes no account of a 
desire by itself unless that desire is backed by the power 
to purchase. As to the measurement of the intensity of a 
desire., suppose a starving man coming to the baker’s shop. 
Suppose, again, that the baker has sold all his loaves 
of bread except two which he reserved for himself. The 
amount of mone}’’ that starving man would pay to the 
baker to purchase the loaves of bread, rather than go 
without it, would determine the intensity of his desire. 
Suppose, again, that he pays rupees ten for the two 
loaves and the baker sells them. These ten rupees the 
/baker spends in purchasing a new sob of clothes. The in- 
tensity of the desire for bread would be greater in the 
starving man, and less in the baker than the intensity of 
the desire for a new suit. When hungry, it may be 
advantageous for the baker not to sell the two loaves of 
bread that he reserved for himself; bub when he decidely 
purchased a new set of clothes in preference to the two 
loaves of bread, it means, economically that his want was 
for the new set and nor for bread. We should distinguish 
clearly between what is advantageous for a man and what 
is ‘economic want’ of a man. • 

!3. Certain characteriiitica of human wants. Human 
wants have several characteristics : — 

(i) They are nnlimiied in momher. This feature is 
the main spring of civilization. To have many wants 
and to kuow how to satisfy them well is the chief mark 
of civilization. Nations are doomed if they are easily 
satisfied. But is this unlimited multiplication of wants 
commendable.? With the satisfaction of every want an- 
other want takes its place ; therefore it is best to replace 
these wants by nobler ones. If we simply give them 
up without filling their place, that will mean' the retro- 
gression of social life toward the animal state. 

(i-i) Wants are. limiteclin intensity. This proposition 
is most important. A want decreases in intensity up to 
the point of- satiety and .then it is extinguished and .re- 
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placed by disgust or even suffering. It ia torture to 
suffer thirst; but it was formerly also torture to be com- 
pelled to undergo the “watering operation," and to absorb 
excessive quantity of water, 

{iii) Wants are competitive. One want can often be 
developed only at the expense of other wants. Progress 
consists in replacing inferior wants by higher wants. 

{iv) Wa7its are complementary ; they form groups. 
The want of food is allied, in civilized societies, with the 
want of tables, chairs, table cloths, knives,-- forks etc. 

(v) Wants, even acquired or artificial wants, tend to 
become a matter of habit. They become our “second 
nature." 


II. Interdepeudence witli activities. 

The interdependence of wants with activities is a very 
interesting phenomenon. We have seen that man pro- 
duces in order to consume. Under the above head we 
learn that wants and activities depend upon each other. 
Wants produce activities. We build a house because we 
want to consume it, to live in it. Activities, on the other 
hand, also give rise to fresh wants. When we take part, 
for example, in different games we want uniform dress also. 

Roughly speaking, we may divide wants under three 
heads : — 

1. Natural wants. These are the wants even of a 
primitive man. .They are natural to all. Every body 
wants food. Every body wants clothing. Every body 
wants a dwelling place to live in. These are the wants 
Svhich cannot be satisfied , unless a man works- These 
primary wants lead to activities. 

Wants produced by activities. The above are the 
wants which can soon be satisfied but there - are another 
kind of wants which spring out as civilization advances. 
With the developement of progress, , men engage , in 
social, martial,, political,, intellectual, athletic,, religious 
- and •■-other- aotiyities. - -TiieaQ . .activities,, lead, tp- . fresh 
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wants. People form armies and they require different 
uniforms. Professors and pleaders in these days wear 
gowns when they go for their professional work. High 
dignitaries in church have their own ecclesiastical robes. 

3. Wants created hy fashion and custom. “Custom 
and fashion may be described as that which is prescribed 
by public opinion as being necessary or desirable for a 
people or class &c., custom being applied to the more 
permanent, fashion to the more temporary requirements 
prescribed." About these wants little is needed to be said. 
A very large number of wants of today .arc due to fashion 
and custom, Indians use neckties &c., because they have 
been prescribed by public opinion as the fashion of the 
day. Cigarette smoking has also, unfortunately, become 
a fashion. But it must be remembered here that some 
■wants, acquired or artifici.al, tend to become a matter of 
habit. They become our second nature. The habit of 
cigarette-smoking, once acquired as a matter of fashion, 
soon becomes our second nature. After a time we do not 
smoke because it is a fashion to smoke, but because we 
like smoking for its own sake, because we have become 
addicted to the vicious habit. 

III. The Law of Diminishing utility. 

(a) The Law. We have learnt that one of many 
characteristics of human wants is that they are limited in 
intensity ; and the intensity is measured by the price that 
a man is willing to pay for a commodity. The utility 
of a commodity to a man is not infinite. It decreases with 
.every fresh supply of the commodity that he obtains. 
The more of a commodity a man has, the less he wants the 
more of it. Suppose a man is-in danger of starvation. A 
loaf of bread is then of infinite wealth to him. He would 
exchange all that he possesses to obtain it. Having eaten- 
the first loaf, the danger of starvation is removed. Yet 
he is hungry, and may require another loaf. But he 
would not pay as much as for the first, though he may 
-pay a great deal. For the third loaf, the demand is 
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much smaller, and he would pay Still less than he paid 
for the second. For the fourth, he would probably offer 
nothing. With every bite he takes, his demand for the 
ne.Kt bite diminishes, because his wants ai’e on their wtxy 
of being satisfied. It is in this connection that the law 
of diminishing utility is spoken of. 

Generally speaking, the law states that with each 
additional dose consumed the demand for the next dose, 
the first unconsumed dose, diminishes; or, “ the larger 
the amount of a thing that a person has, the less will, 
other thingsheing equal, be the price which he wilL pa3^ 
for a little more of it, in other words, the less will be his 
marginal demand for it.” Other ih mgs being equal — for 
instance, if his income be suddenly increased, he would 
be likely to buy more of a thing. 

This law is very important. Its influence upon the 
theory of value is very great. For a man only pays for 
the whole of what he purchases just what he pays for the 
last amount, i. e., for the doss he is just induced to pur- 
chase. Hence if he buys ten doses of any thing, the 
price he pays for the whole is ten multiplied by the 
amount he pays for the marginal dose. 


Kote — Tiiat part of tho .commodity which a niaa is just willing to buy 
considering that ev^en that last portion of the commodity would 
pay him to pnichasc, is called his Marginal, Purchase ; and the 
utility of his marginal purchase is called Marginal Utility, For 
example, the starving man finds that the third loaf of bread, if 
ho paid the price of it, would still do good to him, while it is not 
to his advantage to p.ay the price of the fourth loaf and to eat it. 
The utility of the fourth loaf is smaller than the utility or the 
metallic money that he would p.ay in price for it. The third loaf 
then, which he is just induced to purchase is his marginal pur- 
chase, and its utility the marginal utility. Suppose that he. is 
willing to pay Rs. 4 for the first loaf, Rs. 3 for the second and 
Rg. 2 for the third, the price that he wouM pay for the three 
loaves will be si-x rupees, according to the law of value, [ „ 



In this figure, 
AX represents 
the supply of the 
loaves of hreod, 
and the lines Al, 
B2, C3, &c., 
indicate the 
utility of each 
successive loaf 
of bread for a 
given consumer. 
MN is the cost 
line, and the 
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part of each lilN indicates the cost 

lineAl.B 2 ,&c ;vhid^^ absolutely nothing the 
of each loat. If 1 . . in view of the fact 
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that they cost the fourth 
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marginal amount, thoug commodity allows him not. 

more, the market rate fu-g guS?” '^he benefit, which 
to pay, and he enjojs P . qge, things which 

a person gets from ^ P go without, 

he would rather pay a high pi^®® toi, 
is called his consumers swrrptws. 
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We can divide consumer’s surplus into two classes 

(1) General consumers siiri^lus or the consumer’s 
surplus which all enjoy, because they receive all they 
purchase at the price they would be willing to offer for 
the marginal amount. 

(2) Special consumers surplus which an individual 
receives, because he has a particular desire for one class 
of goods, but gets them for the marginal price of the least 
keen consumer. Suppose that a man is very fond of 
grapes. He might be willing to pay two rupees a seer. 
But owing to the circumstances surrounding the marginal 
demand of other people, he gets it for twelve annas only. 
Hence on every seer of grapes that he consumes, he enjoys 
a consumer’s surplus roughly pneasured by one rupee 
and four annas. 

IV. — Elasticity of demand. 

We have learnt that a man’s desire for a thing dimi- 
nishes with every increase in his supply of that commo- 
dity — other things being equal. But this decrease may 
be slow or rapid. If the diminution be slow, the price 
that he will be ready to pay for, that commodity will 
not decrease greatly because his supply of it has been 
increased. A small decrease , in the price of it would 
cause a comparatively , large increase in his purchases. 
But if the diminution of utility for a commodity is rapid 
a small fall in the price Avill cause only a very small 
increase in his demand. In the former case we can say 
that the elasticity of his wants is great. In the latter, it 
is small. If a fall in price from say 2 rupees to 1 rupee 
per seer of mangoes would much. increase his purchases, 
then a rise from one rupee to two rupees per seer would 
much diminish them; when the demand is elastic for a 
fall in price, it is elastic also for the opposite rise. 

What is true of the individual is also true of a whole 
market. We may therefore generally learn that the “elas- 
ticity of demand in a market is great or small according 



( 59 ) 


ns the amount demanded increases much or little for a 
given fill in price, and diminishes much or little for a 
given rise in price.” 

2, General Statements about E. D. — About the 
elascicit}’’ of wants, some general statcirioiits. in the form 
of laws, may be made. But it is necessary to consider the 
elasticity of' demand for a particular commodit}' with re- 
ference to one class of society .at a time. For example, 
the poor man never tastes whiskies, but the very rich man 
may drink as much of it as he has a fancy for, without 
giving himself a thought of its cost. It matters veiy little 
for menial classes whether the price of whiskies be Rs. 2/14 
per bottle or Rs. 3/14/- per bottle. In both cases, their 
demand for it will remain nil. Therefore it is neces- 
sary to speak of the elasticity of demand of a thing consi- 
dering always one class of society at a time. 

The current prices of w.allfruit, of the better kinds of 
fish and other moderately expensive luxuries are such that 
with a small fall in price.s, their demand of the middle 
classes incre.ases much. Their demand of the middle clas- 
ses is elastic. But the demand for these things of the’ 
rich classes is much loss elastic, because it is already 
nearly satiated, and also of the Avorking classes it is much 
less elastic because the price is still too high. 

Now Ave should learn that : — 

1. The demand is very clastic for those things which 
are caioahle of being apiAied to many different "Ztses; 
"Water for instance is needed first as food, then'for cooking, 
then for Avashings of various kinds and so on. A very 
small rise in price will be folloAved by a great reduction 
in the demand for Avater, since its use for some of these 
purposes Avill be discontinued, e. g., for Avatering gardens. 

2. The demand for necessaries is not elastic. — For 
example, if the price of bread fell considerably, there is 
no reason for assuming that the demand would rise very 
EQueh ; Boi’, again, if the price rose to the double of what 



( 6o ) 

ib is, would the demand fall off considerably. Because 
people must have bread and would limit their consump- 
tion in other direction in order to procure it ; they would 
in most cases prefer to go without every i.hing rather tjian 
bread, which is the prime necessity of life. That is to 
say, no matter whether the price is high or low, the de- 
mand is more or less constant, .flises cr falls in price 
leave the demand substantially ineffective, i. e., the 
demand for such commodities is inelastic. 
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PART IV. 

DISTRIBUTION. 

Introduction. — Each year in any given country there 
is a stream of wealth produced, which is known as the 
National Dividend. This is the joint product of the work 
of land, labour, capital, and organization. The fact that 
various men — landowner, capitalist, workmen and employ- 
ers — contribute to swell the total of the commodities 
produced in a society, gives us our problem of distribu- 
tion. We have to see how it is that any man who con- 
tributes something to the total of commodities draws 
something from the National Income. We have to see, 
moreover, what principles, if any, regulate the share 
which falls to each. We have to discover how the land- 
owner, whose land ..is utilized, the saver (the capitalist) 
whose capital is utilized ; the workman, whose labour is 
employed, and the entrepreneur, who directs industry 
and labour, who exercises his mind or body or both, is 
remunerated and encouraged to continue in his calling. 


CHAPTER I. 

RENT. 

Definition.-r-*' The income derived from the owner- 
ship of land and other free gifts of nature is called rent.” 
—Marshall. 

“ Rent is that portion of the produce of the earth 
which is paid to the landlord for the use of the original 
and indestructible powers of soil ” — Ricardo. 

I. — The origin of Rent. — Originally, says Ricardo, as 
men were obliged to cultivate only a small section of land, 
they chose the best plots. Still, despite the fertility of 
these plots, their cultivation did not yield a greater in- 
come than could have been obtained from any other em- 
ployment of labour and capital. But- the increase of. po- 
pulation necessitates an increase of production; and when 
all the-land of the first quality hag been appropriated. 



( 62 ) 


less fertile land must he jmt under culhvation. l^his 
will involve extra expenses in the cost of production and 
the cultivator of this inferior land cannot sell the produce' 
for less than the cost of production. The cultivators of 
the first class land too will not sell their produce at a 
lower price than their neighbours. There is al\va3'S one 
price for equal amounts of the commodities of the same 
economic qualit}'. Thus there remains a gain for the 
cultivators of the first class land, and this is precisely 
what is called Rent. 

At a latter stage, as population continues to groAv and 
to require an increased supply of the means of subsistence, 
men are obliged to cultivate lands of even inferior quality. 
This “order of cultivation” may go on indefinitely, always 
causing a rise in the price of food, to the detriment of 
consumers, and an increase in rent, to the benfit of land- 
lords. 

In Ricardo’s theory of rent we must take it for granted 
that there is always some land for which no rent is paid. 
This is the land, however, that plays a decisive part in the 
determination of rent. The income of all other lands is 
due not precisely to their fertility but to their relative 
fertility, i. e., to the compartive barrenness of competing 
lands. The owner of a fertile plot of land enjoys a privi- 
leged position which does not consist in being able to sell 
above the market price but in ability to produce cheaper 
than the market price. In other words,, prices are not 
shigh because rent is paid, but rent is paid because prices 
-are high. Rent is not the cause but the ejfect of the prices. 

For the sake of greater clearness and simplicity; it 
seems best to study rent under two different sets of cir- 
cumstances, though the same laws really hold good in 
both. 

A. Rent in extensive farming : — 

(i) ' Origin of Rent. A colony settles in an uninhabit- 
ed country. There is more laud than the colonists require, 
so that nobody has to pay any rent for the use of it, 'Rut 
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this state of things will change as population increases. 
Suppose that there are four qualities of land. Tlio best 
quality may be called number 1. At first none but this 
plot is cultivated. Suppose it yields 100 bushels of grain. 
As the population increases, need will ari.se to bring the 
plot No. II also under cultivation. But this tract yields 
only 80 bushels. From the moment that people have be- 
gun to cultivate No. II, No, 1 yields rent and the amount 
of it can be accurately indicat- 
ed. At this point, it is a mat- 
ter of indifference for the cul- 
tivator whether he gets the 
plot No. I rent-free, or he 
pays a rent of 20 measures 
of wheat for land No. II. 

Again, the population increas- 
ing still further, it becomes' 
necessary to cultivate the plot 
No. Ill which yields 60 bushels 
only; and then' the plot No. I would yield a rent of the 
value of 40 bushels of wheat .and the tr.act No. II would 
yield a rent of 20 bushels of wheat. In the same m.anner, 
if the fourth plot is also brought under cultivation. No. 1 
would yield 60 bushels, II, 40 bushels, III, 20 bushels 
and the plot No. IV would remain on the margin of cul- 
tivation — i. e., it would only just p.ay the cultivator to till 
this ground, without yielding any rent for the land-lord. 
Yet it is necessary to bring it under cultivation to supply 
-food stuffs to the growing population. It would be this 
land, the land on the margin of cultiv.ation, which would 
determine the price of wheat ; for the cultivator under 
the greatest disadvantage must also get his remuneration 
for the labour and capital that he applies to the land on 
the mai’gin to supply the growing need for wheat. 

(ii) The Law of Rent : — Therefore the rent which a 
-given area can yield is the difference between the produce 
of that land and the produce of an equal area of the more 
' inferior land which it has been found necessary to bring 
under cultivation, at tlie same time, for the same market. 
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From the above we learn the following : — 

(1) Rent arises from the operation of the law of 
Diminishing Retnrns, since were it not for this law, the 
best quality land would continue to be more and more 
intensely cultivated. 

(2) Rent arises from the niggardliness of nature and 
not from her generosity. It is due to the comparative 
barrenness of competing lands. All the different tracts 
of land are of different degrees of fertility or advan- 
tageousness. They are not all eqaally fertile. Rent is 
under such circumstances remuneration for the use of 
natural advantages possessed by certain pieces of land, 
and which are not endowed to other.s, - 

(3) Rent does not enter into the cost of produc- 
tion. — Suppose that all the Zamindars allow their tenants 
to use their land free of rent. Such an act would not cause 
any diminution in the consumption of and demand for food» 
The population would require the same quantity of agri- 
cu Itural produce as before ; and it would-be necessary to 
cultivate the same area of land. The land on the margin 
of cultivation, i, e., the land which just covered the expen- 
ses of production without yielding any rent, would still be 
required to be brought under cultivation. This land 
must take a decisive part in the determination of price; 
for if the prices were, not determined by the expenses of 
production on this land, its cultivator would suffer lo?s 
and cease to cultivate it. If the cultivator of lands No. II, 
III & IV sell their produces cheaper, because now they 
have to pay no rent, people would purchase from them 
and not from the tenant occupying land No. IV who raises 
his crop at the greatest • disadvantage and hence can sell 
onl.y on higher prices. In this case, the latter would 
suffer, loss and cease to till his land. But thei’e being no 
diminution in the demand for .agriculturaLproduce, he also 
grows his crop. The advantage from remission of rent 
would therefore go only to the cultivator and would not 
cheapen the price of foodstuffs. From this theor 3 ’- the 
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interesting conclusion is drawn 
that one might confiscate the en- 
tire rent of land by taxation 
without affecting the price of 
cereals. 



/ Price of lent roods', nils. ^ 

V B. Rent in Intensive farming ; — ^ ^ 

{a) Tha origin of Rent . — Suppose that instead of 
bringing fresh lands under ciiitivatioii, people apply more 
and more doses of labour and capital to the same hxnd 
and go on producing food stuffs from it. Rent in this 
case would arise from the fact that Law of Diminishing 
Returns operates. We know that in the cultivation of 
land a point is reached when every additional dose of 
labour and capital brings out a proportionately diminished 
return. Suppose that a certain piece of land, if ploughed 
once, yields 100 bushels of wheat, if twice 80 only and if 
thrice 60 only : we may see tliat each of these three ap- 
plications costs an equal amount, but the return to the 
second is less than to the first and that to the third is less 


to than the second and so on. Equal doses of labour and 
capital, i. e., equal amounts of expenses of production, pro- 
duce different — diminished — returns. Now, in an economic 


market, there is only one price for a commodity of the 
same economic quality. Hence all this produce — ^0 
bushels of wheat — will have the same market value and. 


will be sold at one and the same price. This price will 
be determined by the cost of production of the last 60 
bushels of wheat • which are produced under the least 
favourable circumstances, by the latest or the marginal 
application of labour and cipital. ' Thus on ’all earlier 
doses of labour and capital, there will be a surplus pro- 
duct remaining over after the cost of that dose, or in 
other words, the cost of production, has been paid. This 
snrplus is rent. 


(6) The Law of Rent : — Therefore the rent in this 
case is determined by the difference in productiveness 
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between the dose of labour and capital in questmn i. e., 
(the j^rsi^ ploughing) and the last dose which only just 
pays the cultivator to apply it (here, for instance, the 
tkircl ploughing). 

II.— Other determinants of Bent. Besides the above 
liiere is another consideration also which plays^an impor- 
tant part in determining rent. Some lands are situated 
near the market, so that it is very easy to take the pro- 
duce to the market for sale. Other areas are at a 
distance ; in this case it involves expenses of transporta- 
tion. People would cultivate those lands first which are 
nearest to the market and, as necessity arises, they would 
bring, afterwards, those lands under cultivation which m-e 
at a greater distance from the market place. In this 
case too pieces of the produce will be determined by tlie 
cost of production (including the transportation expenses) 
of that peasant who ploughs a field at the greatest distance 
from the market. 

III.— Other Rents. 

(а) Rent of building lands, — depends mainly on 
situation and since competition is very active, the rent 
of manufacturing and tradebuilding lands conforms closely 
to the Bicardian theory. Suppose that a manufacturer 
wants to take a piece of land for building purposes. Sup- 
pose also that there are four such pieces, the first being 
very near the central market of the city, the second at 
one mile’s distance from it, the third in the outskirts and 
the fourth in an out of the way place. It is natural tliab 
the manufacturer would be ready to pay a good deal 
rather than go without the first piece. The advantageous- 
ness which the first piece commands over other pieces 
determines its rent. 

(б) Rent of Water privileges i - — The same principle 
will hold good in determining the rent that can be charged 
for a supply of water, for example a river required for fishing 
for driving a mill, for ordinary use in' a town or for 
irrigation. The rent, would be determined' by the 
volume and quality of water, the convenience of 
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its application to the purpose for which it is wanted, and 
its proximity to the place where it is required. Thus there 
can be no-rent, low rent, and high rent privileges, rent 
being measured by the degree of productiveness. 

(c) Rent of Mines — is not determined wholly by the 
Ricardian formula. The Ricardian theory applies to the 
i'/i destructible powers of the soil ; but a mine is sure to be 
exhausted in use and therefore in determining its rent 
-compensation for its ultimate exhaustion must also bo 
calculated. Otherwise, the extent of the mineral, the 
depth of working and the proximity to a market govern 
the rent of mines. Thus there are no-rent mines from 
which the rent of others is measured. 

(d) Rent of Pashcres : — Ricardian theory takes it for 
granted that a body of no-rent arable lands exists, from 
which the rents of better lands are measured. This is the 
case to a certain extent, but usually no-rent arable lands 
become pastures, therefore in many places no rent pasturo 
lands form the base line for ascertaining rents ; then come 
better pastures and parallel with them arable lands of 
moderate fertility paying an appreciable rent. Thus the 
rent of pastures is determined by the same principle as 
that which applies to arable lands. 

( e) The rent of Wood Lots — in old countries where 
they are let and not sold, will also be determined by the 
Ricai’dian formula. 

(f) The Rent of Buildings and of Permanent Iin~ 
provements on Land, — is mainly interest on capital, and 
is not governed by the economic law of rent. 

IV. — TTnearned Increment of Land; — Unearned In- 
crement means “ that increase in the value of anything 
subject to a natural monopoly which is due, not to the 
expenditure of capital, labour or skill by the proprietor, 
but to the general progress of society resulting in the 
increased demand for that thing.” , 
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We must boar in mind tliat land is a wealth of its ov.m 
kind and has three characteristics which no other wealth 
possesses in the same degree, 

These are ; — 

(1) It provides for the satisfaction of human wants 

that arc essential and permanent. 

(2) It is limited in quantity. 

(3) It lasts for ever. 

In view of these facts we can easily understand why 
the value of the land and of its products increase cons- 
tantly, — at least in a progressive societj’’, — and how almost 
all the forces of economic and social progress contribute 
to its increase. 

The growth of population is the principal cause of in- 
creasing rent, because the more people there are, the 
greater should be the quantity of food that the land must 
produce for them, and the wider the area they will require 
to live upon. But the general accumulation of wealth, 
the building of highways and railroads, the rise of great 
cities, and even the development of public order and safety, 
also inevitably contribute to increase that surplus value 
of land, which English Economists designate by the signi- 
ficant name of Unearned Increment. 

The question was, long ago. raised by J. S. Mill and 
has been revived in our times whether or not it is right 
that this unearned increment should go to the landlord. 
People are of opinion that the increment in rent due to 
the progress of society should go to the society and not 
to the landlord. So proposals have been made for trans- 
ferring to the state the unearned increment. But there 
are good many difficulties in carrying out these proposals 
into practice. 

■y.— Nationalization of Land: — Proposals have been 
made to transfer the proprietory rights of landlord to the 
state. This is what is known by Nationalization of Land, 
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Ifc is thought that the Government is the real owner of 
the land of the country and the landlords are a mere 
‘middle man,’ not entitled to anything beyond a small 
salary of a tax collector. Not only the unearned incre- 
ment but the whole value of land is claimed by the 
Government accoording to this theory. 

Plans for reformation . — Various plans have been 
suggested for reforming the institution of property in land 
in the interests of society as a whole. Two of them are 
most important. 

(i) The Government should buy the land and lease 
it to individuals, for 50,70 or 99 years, for cultivotion, in 
much the same manner that it grants franchizes to railroad 
companies. After this period had elapsed, the Govern- 
ment could lease the land for a new period. In this way 
the government would receive all the unearned increment 
and collect an enormous revenue that would ultimately 
permit the abolition of all taxes, 

(ii) Single Tax system. This system was advocated 
by the two Mills and has acquired wide-spread celebrity 
since its advocacy by Henry George. It consists simply 
in levying an increasing tax on land values, so as to absorb 
the whole unearned increment. Mr. George holds that a 
single tax would yield more than enough to support the 
government and would make all other taxation unneces- 
sary. 


CHAPTER 2 . 

PROFITS. 

The share of the entrepreneur is called Profits. Ori- 
ginally the word Profits meant any sort of gain to obtain 
which some expense or risk must be incurred ; but in 
practical life there are three chief meanings for which it 
is used,-. 
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I. — Meanilig of Profits : — 

(a) the tot.al revenue gained by a man, employing his 
own capital and himself perfoi'iuing the duties of manage- 
ment and supervision. 

(b^ the gains of a joint stock company or private 
enterprise, in which paid managers do tjie work of super- 
vision and organization. 

(c) The net gain of an entrepreneur, employing no 
caj)ital of his own. 

II. — Nature of Profits. — Three e.x:p]anations of the 
part plajmd by the entrepreneur and of the essential 
nature of profits may be distinguished: — 

(1) English economists have usually regarded the en- 
trepreneur and the capitalist as identical, and have design- 
ated both by the latter name. They have regarded profis 
as a caintalistio income, analogous to interest, but fixed 
at a somewhat higher level. 

It must he admitted that this way of looking at 
things teems quite in conformity with facts. In practice 
the rate of profits goes hand in hand with the rate of 
interest, and is calculated in the same way, viz., as a 
certain “ percent ” of the capita employed. This inter- 
pretation, however, must be abandoned. The part of the 
entrepreneur and that of the capitalist are distinct in 
theory, and sometimes separate in practice. 

(2) French economists, on the other hand, clearly 
separated these two parts. In their opinion "^the predomi- 
nant characteristic of the enterpreneur is the performance 
of a certain kind of labour. Profits' are therefore remu- 
neration of labour, but of a particular, kind of labour, 
different from and' superior to manual labour and consist- 
ing of the following elements : — 

(a) Invention , — The truly productive act is thought 
the conception- of ideas.- The entrepreneur must have 
business ideas. , . He must discever what will please the 
public, and must,- so to speak, invent new wants. 
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{h) SuperiniendencG . — Collective l:\bom- is more pro- 
ductive than isolated labour, but there must be somebody 
to divide the work aud give labourers their proper place. 

(c) Coynmcrcial Specitlation . — It is no diflicnlt mat- 
ter to produce goods ; the great problem is to sell them. 
The art of buying and selling on the most favouj'ble terms 
is one of the principal accomplishments of the successful 
entrepreneur. 

There is much truth in this second e.vplanation yet, it 
does not clearly set forth the essential nature of profits. 
The function of the entrepreneur may be ])crfornied by 
hired employees. As a matter of fact, all large enterprises 
organized as “ companies ” employ men to perform the 
several tasks of the so called enterproneur. 

(3) A great many economists, final!}', consider the 
entrepreneur as possessing a monopoly. Profits therefore 
are a monopolistic income or so called monopoly surplus. 
This income may result from personal abilities, or from 
certain advantages of situation or opportunity. 

This theory is most consistant with facts. It explain 
why the entrepreneur generally happens to be a capitaS 
list also. It also e.xplains why exceptional personal quali- 
ties may be a source of large profits and of great wealth. 

III.— The Laws which de’ ermine Profits. — If we let 
V represent the value of the finished product, W the 
wages, I the interest he must pay if he has borrowed all 
or part of his capital, then P the profit would be deter- 
mined by this simple formula. 

P=:Y-(W-fI) 

But several elements are still missing from this for- 
mula. Practically the entrepreprenetir often has to rent 
'land. Why should not cost of production include this 
rent ? The economists of the English schools answer 
tnat the rent of land is never a part of the cost of produc- 
tion, because it is the cost of production which determines 
rent. But this doctrine is too absolute. In all cases 
where rent is the price of a genuine monopoly— such as 
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buildings and lands situated in cities &c., — it is certainly 
part of the cost, and if the entrepreneur has to pay rent 
for such land, that rent should form part of the cost of 
production. Again, the entrepreneur generally supplies 
all or part of the capital and the labour of superintendence 
also. The interest on this capiatal and wages for this 
labour of organization should also be reckoned a part of 
the cost of prfiduction. What remains after deducting 
all these elements is profit. 

IV. — Profits are a Species of the same G-enns as 
B.ent: — Profits form an exact analogy to rent. They are 
due to exceptional abilities or opportunities for the conduct 
of business, just as rent is due to exceptional fertility or 
situation of the rent lands. 

Since that portion of the sui^ply of manufactured goods, 
which is produced' at the greatest cost or greatest disad- 
vantage, determines price, and there is only one price for 
a commodity of one and the same economic quality in the 
same economic market, the conclu&iion is that those entre- 
preneurs who can produce the article more cheaply than 
those who produce it at the greatest disadvantage, must 
have a surplus which goes te them as profits. 

Suppose in Agra the proprietor of one carpet fiictory 
has extra natural ability over others to produce carpets of 
the same quality with less labour and less expenditure on 
tools and raw material. The price of the carpets'of the 
same economic quality would be determined by the cost 
of production .of the factory which, prod aces under greatest 
disadvantages, the proprietors of the fonner factory 
would, therefore,’ enjoy -a surplus gain which is their 
Profit. Since tlae different employers possess different, 
degrees of natural ability, the producer under greatest, 
disadvantage would .enjoy no profit and would be called 
“jsj'o — Profit Employer,” from whom profits would be 
measured upwards. It is in this that pi’ofits are analogous 
to rent, ' ■ • ^ 

Note. — Rent difEei's from Profits .in as-much as Land is limited in 
amount while Employers are not, 
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V.— Profits do not enter into the cost of production 
of manufactured articles : — From the above it follows, 
quite logically, that Profits like Rent do not form j)art of the 
price of inanufaccured products, ThO}’’ are taken fruiti t/iat 
surplus revenue which an emplo 3 'er gains by popses^-ing 
extra natural abilities which enable him to produce the 
same amount of a commoditjf of the same economic quality 
relatively cheaper than other producers, 

YI. — Difference hehveen Rent and Projits. 

Profit differs from landrent for two other reasons also:— 

(1) Because the monopoly due to land-rent always 
possesses a real, impersonal, and more or less permanent 
character, while profit is of a personal and temporary 
nature. 

(2) Because land-rent arises either (as Ricardo thought) 
from the increase in the cost of production, or (what is 
more strictly true) from the increase of human wants ; 
whereas profits, as we have just said, are generally due to 
a decreased cost of production in certain industries and 
establishments. 

Although the maxinitcm cost of production alone ..go- 
verns the rent of land, the minimum cost of production, 
sooner or later regulates the rate of profit, because the 
monopolist will ultimately be ousted from privileged posi- 
tion by other entrepreneurs, and because, moreover, it is 
in his own interest to lower prices, 

CHAPTER III, 

•IN^IEREST. 

I.— -Definition ; — Interest is the compensation paid 
for the VjS« of capital ; it is the share of the finished pro- 
duct that goes to the capitalist as remuneration for the 
use of his capital. - 

It is usually said that interest is paid for the use of 
money. This is not really the case. What is borrowed 
is the capital obtained by means of the money. For exam- 
ple, if a man borrows fo. 10,000 to purchase machinery 
for his factory what - he really wants and what he really 
gets, is the machinery that he buys with the borrowed 
money. 
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11. — Theories The classical economists and their - 
successors differ as to the nature of Interest. Various 
theories' have been started to account for interest : — 

(1) The ProdiiGtivity theorif : — This name is applied 
to the theories based on the familiar fact that a workman 
provided with capital eau produce more or better products 
than without capital. This additional product “ produced 
by capital” constitutes interest. 

(2) The Use theory. — The theory asserts in brief that 
in capitalistic production there is a sacrifice, not only of 
the material substance of capital but also a sacrifice of the 
use of Ihe capital during the period of production. 

(3) The Abstinence theory. — Is based on the thought 
that if men postpone the present enjoyment of their 
wealth and devote the resources so spared to production, 
it is manifest that the resulting increase in product is 
very intimately' connected with the saving which made 
possible the adoption of the more productive methods. 

(4) The Labour theory. — ^This name includes a num- 
ber of theories which agree in considering interest as the 
remuneration for labour performed by the capitalist. 

(5) The Exploitation theory. — This celebrated theory, 
regards rent, interest, and profits as due to the exploita- 
tion of working men. As applied to interest, it may be 
stated as follows : — 

The value of a commodity is measured by the quantity 
of labour required to produce it. Capital is nob an origin- 
al factor of production, but may be resolved into the la- 
bour that produced it. The whole product, therefore, 
belongs in equity to the labourer. , 

(6) The' sixth group of anthors. — ^Treats the problem 
of interest as primarily a problem of value, and regards 
the influence of time, in the estimation of values, as the 
fundamental cause of interest. “ Present goods” says 

- Boehm-Bawerk, “ are as a rule worth .more than future 
goods of like kind and number ” 
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III. — ^he lavra which determine interest.— Aa sll 
kinds of capital are lenfi and, borrowed in the form of 
money, they are on the same footing. It follows, then, 
that there is, at a given time, but one and the same rata 
of interest in the money market of a whole nation or even 
of the whole world. That rate of the 'price of capital, as 
is the case in all other questions of value, depends upon 
supply of and demand for capital. 

Suppose, for instance, that a multimillionaire from 
abroad comes to India and invests his 'capital in this 
country. The supply of capital here will be increased 
which will, according to the law of supply, lower its price. 
Hence the rate of interest would be diminisned. Suppose, 
bn the other hand, that the supply remaining the same, 
there is an increase in the demand for capital for opening 
a large number of cotton mills and manufacturing factories 
of different kinds. The rate of interest in this case, nc-- 
Gording to the law of demand, would -greatly rise. 

Now we should consider -this question of supply and 
demand in detail. ^ 

1. ^ The sapply of capital. Supply, in the econoraie 
sense is that amount of anything which is forthcoming at 
a certain price. The supply of capital depends on the 
following factors : — 

■ (cc) On the nation’s capacity for saving. 

(b) On the security afforded to investors. 

(c) On the existence of a large class of persons unable 

or unwilling to utilize their own capital jn active 
business. 

2. The demand for capital. Demand means, econo- 
mically, the quantity of a given article which would be 
taken at a given price. The demand for capital is*deter- 
mined by its productivity, i. e., as long as there is any 
advantage in the employment of capital the demand for it- 
will continue to increase. For example, in a shoe factorjr 
'capital will be borrowed necessarily for raw material, for- 
building and for certain necessary tools. For these the- 
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entrepreneur must borrow whether the rate of interest be 
high or low. But it is perhaps less necessary to borrow 
capital for other things. For a certain machinery which 
costs Rs. 150 and brings a net return of Rs. 15%, capital 
will be employed if interest be lower than 10%, but will 
not be employed if the interest be more. Other capital 
will be on the margin of being employed ; e. g., a certain 
machine which costs Rs. 100 and brings in a net income 
of Rs. 3 ; if interest he 3%, it will be just worth while of 
the emploj^'er to use this machinery. Otherwise the pri 4 - 
ciple of substitution may work and he may employ hand 
labourers to do the work of this machine. 

We must however remember that the point beyond 
which the use of additional capital would not be advant- 
ageous has never been reached in the industrial life of 
any nation. 

Capital will, of course, first seek those investments in 
which the returns are the greatest; whatever capital is 
not thus employed must turn to less and less produciive 
uses. But there can not be different rates of interest. 
Naturally the rate of interest is determined by the return 
from the least productive use of capital — -in other words, 
from the last increment of capital that is employed pro- 
ductively. 

IV. Different Rates of interest at the same time 
in the same market. 

There is only one price for a commodity of the same 
economic quality in the same market. How is it then 
that there are different rates of intei'est at the same time 
in the same market ? How is it, for example, that if a 
capitalist takes Rupees 10,000 to the money market* and 
invests it in 10 different sums of Rs. 1000 be gets a differ- 
ent. rate of interest ? The truth is that in what is called 
interest there are different elements. .. . The varying rates 
of interest to be obtained on the sanie market arise partly 
from differences of risk and- partly from imperfect com- 
petition due to want of accurate knowledge as to all the 
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circumstances of a loan. -The matter becomes much 
more clear when we distinguish Net Interest from Qrosa 
Interest. 

(1) Net Interest is the amount paid to recompenso 
marginal waiting. It is the earnings of capital ; and the 
rate of this kind of interest will always tend to equality. 

(2) Gross Interest is the interest usually paid on loans 
and includes payments for other things 

(a) Supervision b}' the capitalist. The capitalist 
always has to devote a certain amount of time and atten- 
tion to the investment of his loan. In the case of money- 
lending, supervision often takes much time and trouble. 
This charge is introduced in the higher rate of interest. 

(b) Payment for risk, which the lender runs of losing 
part or all. of his capital. The greater the risk, the higher 
will be the compensation demanded. 

Gross interest, therefore, includes net interest or In- 
terest Proper, together with insurance against risk and the 
trouble of collection and supervision. Long time loans, 
usually command a lower rate than short time loans 
because with such* loans the leader is saved the trouble 
of frequent re-investment. 

CHAPTER IV. 

WAGES. 

I. — Definition. — Wages as defined by economists, 
mean the income received by a person in exchange for 
his labour. But this definition is not correct. The word 
" Wages” should be applied only to the remuneration for a 
a particular kind of labour — labour performed under 
certain clearly defined conditions. It should be defined 
as the price of labour hired and employed by an entrepre- 
neur. 

Indeed, in every day speech, wages mean the pay of 
the labourer, that is to say, of the man who works for 
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an employer. The other kinds of remnrierabion for labour 
have different names. The income of professional men 
consists of fees, retcuiners, honoraries, &c. That of officials 
is called their salary. Although these persons live also 
by their personal labour, they do not sell their labour to 
an entrepreneur, but to their parents, clients, &c., or to a 
political community. The economic laws which deter- 
mine the remunerati'in received by these persons are en- 
tirely different from those which regulate the wages of 
employees. We can :ot, however, enter into the problem 
of the determination of all these incomes, but must con- 
fine ourselves to the important of all, i. g., wages. 

Before taking up the problem of wages, two distinc- 
tions require bo be draira very clearly, bhab bebweea 
the real and nominal wages, and that between the real 
and nominal cost oflaboar. 

In the term Nominal Wages is included the present 
value of all money wages, regular or occasional, and per- 
quisites and expectations, reckoned over a given period, 
say one year, in the currency of a given time and place. 
The term includes the ordinary weekly wage, whether 
time or piece ; a fair estimate of special earnings ; the 
money value of all payments in kind, whetherjn the shape 
of actual receipts or of reduced rent, or of facilities for 
cheap purchase of goods ; and a suitable estimate for resi- 
dence, board, or clothing &c., fee. 

Beal Wages. If the labourer received his wages in 
the commodity he had produced, he would have to sell it 
to buy other necessaries. This would be a diflScult mat- 
ter. The worker therefore prefers to have money. The 
payment of money, however, must not blind us to the 
fact that what ohe labourer really works for is not money, 
but the things he Avants. These are his real wages. Pro- 
vided he gets more of them, it does not matter whether 
he gets more or less money. If the things he Avants be- 
come cheaper, - his Avages are increased ; if they become 
dearer, they are lessened. We may define real Avages as “the 
•remuneration of the labourer reckoned in the necessaries. 
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comforts and luxuries of life.” Walker points out that 
•wages may apparently be the saine and yet differ widely 
by reason of the following circumstances : — 

1. Variations in the purchasing power of money. 

2. The form of the payment, as when the board of 
the labour, the rent of the cottage, allowances of fuel &c., 
are added to the money wages of the labourer. 

3. The greater opportunities in some avocations for 
extra earnings. 

4. The greater regularity of employment in some 
avocations than others. 

5. The longer duration of the capacity to labour in 
some avocations and countries, than in others. 

From the standpoint of the labourer, therefore, real 
Avages, not nominal or money wayea, are of most import- 
ance. This, however, is not the sole aspect of the wages 
problem. From the standpoint of the employer wages 
may be high — not only nominally but really — and yet 
laboar may be cheap. When we speak of cheap labour, 
we refer usually to labour that is poorly paid. JBut this 
- is not strictly correct. “The cost of labour is high or low, 
according as the employer gets an ample or a scanty 
return for the wages he pays to the labourer, whether 
these be low or higli.” If a bootmaker receives § 2 a day 
and makes S 7 worth of boots, his labour costs less than 
that of the bootmaker who is paid only S 1 a day and makes 
only S 3 worth of boots. 

II. — The Laws of Wages. — Laws of wages should 
formulate the general principles which determine the rate 
of paymerlt for hired labour, and should indicate the causes 
of its rise or fall. 

As, under present economic conditions, labour is simply 
a commodity that is sold by the wage earner and pur- 
chased by the employer, it is evident that its price must 
be determined by the same laAvs as those Avhich govern 
the price of any merchandise, But the formula of demand 
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and supply, applied to problems of distribution, lacks 
scientific precision and completeness. Many economists 
have abandoned it as a law of wages, and endeavoured to 
discover a more accurate and satisfactory formula. 

A. The celebrated Theorits of Wages.—Three im- 
portant wage theories have been suggested, each of which 
has attained considerable celebrity, and each of which has 
its advocates at the present time : — 

I. The Wages Fund Theory. — For a long time this 
was the classical English theory of wages. It approaches 
most closely to the theory of demand and supply. The 
supply consists of the labourers who are in quest of work 
offering their services to earn a living. The demand 
consists of the capital which seeks investment. To employ 
capital productively is to supply work for labours. The 
ratio between this capital and the number of labourers 
determines the rate of wages. Take the circulating 
capital of a country which English economists call the 
wages fund. Then take the number of labourers. Divide 
the former quantity by the latter and the quotient is the 
average rate of wages. 

It is evident that according to this theory a rise in 
wages is possible only in the two following cases r— 

(а) If the wages-fund is increased ; and the only way 
in which this can be done is by saving. 

(б) If the labouring population is diminished. , This 
can be done only by the labourers applying the principles 
expounded by, Malthus, either by abstaining from marriage 
or by having few children. 

This theory is certainly not encouraging for the future 
of the working classes. It is feared that the divisor will 
increase more rapidly than the dividend. Population 
increases spontaneously, but not capital. 

Criticism. — . — Although the wages-fund theory is still 
held by a number of economists, it is generally discredited, 

(a) The thought on \yhich it is founded, viis., that a 
certain definite amount of capital is necessary for employ- 
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ing labonrers, is of interest only -with regard to production, 
nob with regard to distribution. To know whether rni 
entrepreneur has the means to set labourers to w'ork, is 
one thing; to know what share of the proceeds of the 
enterprise he will be able to yield to his employees, is 
quite another thing. Tlie first of these matters depends 
upon v.'hat he possesses ; the second depends upon what 
he produces. 

(6) The apparent exactitude of this theory is illusoiy. 
When we examine it more closely it amounts to saying 
that the average rate of wages may bo ascertained by 
dividing the total amount paid out as wages by the 
number of wage-earners. This is simple tautolog 3 ^ Even if 
it means that the larger the supply of capital in a country, 
the liigher the wage^ it is too self-evident a proposition to 
require an}’’ proof. 

(c) We must inquire whence comes this circulating 
capital, this wages fund ? Obviously, from the labour itself. 
Wages are taken immediately from capital, but the 
quantity drawn from it is added to it by the stream of 
products resulting from industry. It is the volume of 
products which sets limits to the amount of wages. 

{d) Probably the most destructjye criticism of the 
wages fund theory was that presentea by Thornton, whose 
celebrated book “On Labour” led J. S. Mill, who ha,d 
most skilfully elaborated the wage fund theory, bo aban- 
don it. Thornton maintains “that labourers, by combiuig, 
may exercise a monopoly influence and thus raise the’- 
rate of wages ; ” and if this be true, there can be no fi.xed 
wages fund ; it “can only be an aggregate of smaller funds 
of the same kind.” Bub is there, any specific portion of 
any individual’s capital which he must necessarily 
spend ■ upon labour i . The employer generally- says,' 
“I require so mfleh labour ; so much is the most l ean' 
pay for it, but I, shall see for how much less, than the 
utmost , I can afford to, pay, lean get all the labour I 
require;” , , . 
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II. The Iron Law of Wages. — Lassalle declares that 
the price of labour, “like the price of all other merchandise 
is determined by the law of supply and demand. But 
what determines the average ratio of supply and demand ? 
The necessar}' ‘cost of production.’ Thus it is the cost of 
production of labour which determines wages. 

Now the cost of production of labour includes (a) the 
value of the goods necessary to support the workmara 
and to maintain his productive powers (h) the amount 
necessary to replace this workman by another when he 
Ibecomes unfit for work L c., the amount necessary for 
raising the number of children required by society. 

'Thus wages are necessarily determined by the mini- 
mum that is absolutely necessary for the support of the 
labourer and his family. 

Criticism. — This theory is however abandoned coday. 

^1) If the theory means that the workman's wages 
can never rise above what he absolutely requires to live 
upon, it is much too pessimistic and manifestly contrary to 
facts. Why is the rate of wages not the same in all trades? 
Must an engraver or a skilled mechanic consume more 
foodstuffs than a stone-breaker or a street-cleaner ? Why 
are wages higher in the United States ttian in England. 
Is there any physiological reason why'an American should 
eat more than an Englishman — both belouging to the 
same race ? 

But this law is sometimes interpreted in a broader 
sense. It is sometimes taken to mean that the wages of 
labour are governed by the standard of living of the woi’k- 
ing class to which a. man belongs and by the sum total of 
characteristic wants of his fellows. If we are agreed that 
this standard of living is in reality elastic and changeable 
according to race, climate and period, we should speak not 
of the “iron” law, but of the “golden” law of wages. 

. (2) According to this theory, the wages of the work- 
man would not determine his-manner of living, but, on the 
contrary, his manner of living would determine his wages. 

If so, who could be more fortunate than they ? To in- 
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crease the wages, they have only to increase their expenses 
and standard of living. 

(3() In reply to this theory it is objected that la- 
bourers would lower their standard of living rather than 
starve, specially when labourers with lower standard of 
living are abundantly available. Machinery, moreover, is 
constantly.discharging labourers. 

(4) This theory mistakes cause for effect. Wages arc 
not high because the standard of living is high, bub vice 
versa. To get better wages, a man must increase his pro- 
ductivity — that is to say, his usefulness to those who 
employ him. 

III. — The Theories of the Productivity of Labour. 
According to this class of theories the value of an instru- 
ment of production depends on its productivity. The 
iiheoiy maintains that the workman receives ns wages all 
that remains of the total product when interest, rent, and 
profits have been deducted. These three shares arc 
strictly determined in their respective amounts, whereas 
the worker’s share possesses the advantage of not being 
fixed. In his relation to the other factors of production, 
the wage worker may be compared to a residual claimant 
or legatee who takes what is left when the other heirs- 
have received their stated shares of an estate. 

This theory if sound, would be as encouraging as the 
first two are discouraging. Every thing that increases 
the worker’s productivity will inevitably increase his. 
•wages. 

Criticism : — 

. (a) Whereas the wages-fund theory was too rigidly 

pessimistic ; this doctrine is probably too optimistic. 

(6) This theory, as well as the wages-fund theory, 
makes it appear impossible for labour organizations' to 
improve the condition of the working classes. For if the 
labourer is a residual claimant, he is powerless- to increase 
or decrease his share in distribution, except by an increase- 
in his productivity-. 
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(c) This theory is very little justified by facts. The 
productivity of labour although does influence the rate of 
wages by increasing the general wealth of a country; and 
ivhenever a particular kind of labour is more productive 
than others, wages do become higher, yet this theory 
leaves in the back ground one of the most essential factors 
of the problem, viz, the abundance or scarcity; of labour, 
the effect of which is often preponderant. 

IV. — The Pinal Utility theory of Wages. — Accord- 
ing to this theory, the rate of wages is determined by the 
marginal productivity of labour. There is in every 
business enterprise a point, beyond which it will not pay 
the entrepreneur to hire more labourers. Now the net 
profits of any business are greatest when the number of 
labourers has reached the point where the last labourer 
still produces more additional value than he costs his era- 
•ployer. If the labour of the last man is the same as that 
of the others, it is evident that all labourers will receive 
the same wages, because different wages can not be paid 
for like labour. These wages, moreover, cannot be greater 
than the productivity of the last labourer employed. In 
other words, the wages received by the marginal labourer 
must determine the wages paid to all the other labourers 
of the same kind and the same ability. 

Note. — T he term last labourer must not be supposed to mean the last 
labourer actually employed, for all the workers may be hired at 
the same time. It would manifestly be absurd to pick out any 
particular labourer as the “ labourer ” or the labourer who ■ 
“ produces least," yet, to all intents and purposes, there is — logi- 
cally, not chronologically — such a “ last labourer.” 

To conclude, there is probably not one determinant of 
wages, but several, operating with varying degrees of in- 
fluence at different times and under different circumstan- 
ces. All the forces that influence the value of. merchandise 
also affect the value of manual labour. There are, more- 
over, other determinant influences peculiar to wages, — • 
such as public opinion, threatened strikes, and above all 
the'growing consciousness among workers of their rights 
and their social importance. 
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B.— The Formula of Demand and Supply. 

The formula of demand and supply is the only possi- 
ble method the application of which can give us a general 
statement about the rate of wages. We can say that the 
value of labour, like the value of any merchandise, depends 
upon the supply of and demand for labour. But this 
general statement too amounts to nothing more than an 
enumeration of the various influences that work together 
to determine wages. 

A. The Supply of Labour. 

(i) The 'population of the coii'titry . — As regards this 
it may be said that while wages depend upon population, 
population is also greatly affected by a rise or fall in the 
rate of wages. If the wages rise, there may be an increase 
or decrease in population. If the " standard of living” 
of the workmen is low, population would increase and if 
it be high, population may decrease. Again, wages may 
affect the supply of labour of -a country by affecting 
efficiency. A rise in wages may rise the efficiency of the 
labourers, so that hundred labourers of increased efficiency 
may do the work formerly done by 200 workmen of un 
increased efficiency. 

(ii) Immigration , — The supply of labour of a country 
is much affected by immigration and emigration. The 
population of sUch countries as United States becomes in- 
creased by immigration. The number of people landing 
in United States annually is about one million per annum. 
On the other hand, emigration tends to decrease the 
growth of population e. y., emigration of the English from 
England to U. S. A. 

B. The Damand for Labour. — ^The demand for labour 
depends upon ; — ; 

(i) the demand for commodities.~The demand for 
labour is a derived demand.. The demand is not for 
labour, but for the commodities which labour produces. 
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(ii) tha qii'intity of capital seeking investment in 
•productive enterprises. — 'The greater the amount of capi- 
tal to open new factories and to enter into other produc- 
tive enterprises, the greater, in the long run, would be 
the demand for labour. But for short periods, capital in 
the shape of machinery competes with labour, thus causing 
unemployment. 

{Hi) the 'marginal eficiency of the •Em- 

ployers would employ labourers upto that point only at 
which the latter cease to yield a return larger than the cost 
of employing them. Suppose for instance that a man opens 
a tailoring shop. A number of workmen would be ne- 
cessary. Suppose that he em pi 03^3 ten workers. Afoer 
sometime he finds that the labour of only six of them 
yield a return more than his expenses on them. Following, 
the principle of substitution, he would, then, replace the 
unproductive four men with machinery. 

III. — The causes of the difference in wages in diffe- 
rent callings--The main causes determining the different 
wages that go to difierent classes of labourers are the 
following 

(1) the agreeableness or disagreeableness of the diffe- 
rent callings, The less troublesome the work, the smaller 
in general the reward. 

(2) the easiness and cheapness or the difficulty and 
expenses in learning them. For example, a coolie and 
a pleader. 

( 3 ) consistency or inconsistency of employment in 
them, e. g., a dak labourer. 

( 4 ) the small or great trust which must be reposed 
in those who exercise them, e. g., a Commissioner. 

(5) the probability or improbability of success in them, 
e. g., a Barrister. 

Note.— There are however certaia callings which are particularly dis- 
, . agreeable and yet ' very low wages are paid' in them. This is 

_ because only those people take them up who are rejected from 
other callings. For example, .sweepers get extremely low wages 
in India. ' 
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It may also be noted here that apart from its advan- 
tages, the caste systevi is an economic drawback. The 
ablest men are .sometimes forced to adopt a profes.sion 
demanding very much Ic.s.s ability than he pos.sesses. 
Therefore, econoniic.ally, so much of his intelligence as is 
not required to carry out his work is wasted. 

IV. The causes of different wages paid in one and 
the same calling. 

In connection with the theoretical laws of wages, we 
come to enquire about a fact in real life. We ask what 
determines the different wages paid to different labourers 
in the same class of labour. We may ask why should a 
blacksmith get a smaller reward for his labours atSambhal 
than that paid to a blacksmith at Delhi ? There are two 
statements that can be made in this connection. 

Firstly, when we examine the cases rather carefully, 
these apparent differences will be found to disappear. 
The blacksmith at Delhi charges higher rates, because the 
expenses of living at Delhi are higher than at Sambhal, 
Though the nominal wages may differ, the real wages are 
almost the same. 

Secondly, let us suppose there are real differences in 
their wages. In that case the difference will be due to 
the difference of efficiency. If competition be free, the 
earnings of efficiency tend to equality. 

V. — Strikes. 

Labour organizations — such as Trades Unions — have 
undoubtedly increased power of the working class. They 
have contributed to the education of labourers, and 'pro- 
moted culture and social intercourse among their members, 
and have secured better conditions in the labour contract 
in several ways. They have decidedly increased wages. 
One of the means of accomplishing is by having recourse 
to strikes, 

A strike is a concerted refusal to work. Strikes are 
often regarded as the sole purpose and the essential func- 
tion of trades unions, But this is a mistake. The best 
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organizations and most powerful unions are those that 
declare the fewest strikes. Nevertheless, it - is the last 
resort of the trades unions. In rr^osc civilized countries, 
the right to strike is not controverted. Every person has 
a right to refuse to sell his commodity if the buyer will 
not pay the price demanded. But the eflFectiveness and 
wisdom of strikes is still a matter of discussion. 

Strikes, being appeals to force, possess all the dis- 
advantages of war. They entail an enormous waste of 
productive energy. They cause great sufferings, and leave 
in the heart of the vanquished party a feeling of i-esent- 
inent, which prepares the way for future conflicts. But 
it cannot be denied that this method has helped to raise 
>vages and reduce the hours of labour. The efficacy of 
strikes must not he judged from the number that are 
recorded as successful. A single successful strike may 
result in an increase of wages in a great many industries. 
It is, moreover, not so much strikes themselves which 
raise wages as the the constant fear of the strikes. 

Those who deny the efficacy of strikes as a means' of 
increasing wages point out that Avages have increased 
equally and even more rapidly in those trades in which 
strikes never occur and in which there are no labour 
organizations e. g., domestic servants. But Avhy is this 
true ? Because these classes of labourers have profitted 
indirectly by the increase of wages in the organized 
industries. Wages have increased on the farms, simply 
because labourers have imigrated from the country- to 
cities in quest of better Avages. . Again, the wages of 
domestic rervants naturally tend to increase Avhenever the 
Avages of industrial employees increase. Trades unions 
are becoming the regulators of the labour market. 

VI. — Arbitrations, Conciliation and Sliding scales. 

(i) Conflicts between labour and capital, like political 
conflicts bctAveen nations, tend to be adjusted by peaceful 
agreements. Biit industrial arbitration, in order to accom- 
plish the best results, presupposes the existance of strong 
labour organizations sufficiently strong and enlightened 
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and sufficiently disciplined to accept even unfavourable 
judgments of arbitrators. In some of the great indus* 
tries of- England, Boards of Conciliation and Arbitration 
perform their work successfully. In the United States, 
the principle of conciliation and arbitration has steadily 
gained ground. 

The formation of a committee representing both labour 
and capital, for the purpose of considering fairly the ques- 
tions at issue, is an eminently rational method of .settling 
disputes. This method is known as Gonciliation. 

(ii) When disputes are not fairly settled by conciliatory 
ho&rds, arbitration i. e., an appeal to the decision of an 
impartial third party, has often proved successful. Some- 
times the two parties to a dispute voluntarily agree, in 
advance, to abide by the decision of the board of 
arbitrators. 

(in) Another device for securing industrial peace is 
the establishment of sliding scales. As the result of an 
agreement between employers and employees, valid for 
a stated period, the rate ot wages is determined arith- 
metically according to the selling price of the product; 
when prices rise, wages rise, and vice versa. But it is 
applicable in the case of simple products only, e. g., coal 
or cast iron ; even in these cases it involves troublesome 
complications, , 

Noth, — S omutimes agi-eemjnts are made -between employers' organiza- 
tions and trades unions. These differ from the sliding scales; 
for the labourer here does not play a merely passive part. 
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FART V; 
EXCHANGE. 
CHAPTER I. 


I. — Introduction. — Exchange occupies an exceedingly 
important place in modern life. Nearly all the wealth 
that is created is produced for the purpose of being ex- 
changed. Take the wheat in the granaries, the cloth at 
the tailor’s, the jewels at the goldsmith’s &c., and ask : 
What part of all this wealth is destined by the producer 
' for his own consumption ? Very little or none at all. 
All these things are merchandise i, e., objects intended 
for sale. Our thrift, our skill, our talents also, are most 
frequently applied not to ' satisfy our own wants, bu t 
those of others. It happens very rarely that lawyers, 
physicians, and notaries have to work for themselves, 
pleading their own cases, healing thoir own ailments or 
drawing up their own documents. They too regard these 
services from the point of view of Exchange. This is why 
when we estimate our wealth, we do not estimate it ac- 
cording to- its utility for us but solely according to its ex- 
change value, i, e., its utility for others. 

In the broadest sense, exchange involves a considera- 
tion of three classes of activities 

(1) The actual work of transport. — The following 
difficulties, in this connection may be noted : — 

(a) Distance, — Man’s genius cannot do away with 
distance. He can not reduce the space that separates two 
parts of the earth. But practically the obstacle of distance 
is converted into one of time, and human ingenuity has 
been singularly successful in reducing the time necessary 
for traversing a given distance, e. g,, by railways 

(b) The nature of commodities : — Weight, danger of 
injury, or of breakage, perishability or difficulty of preser- 
vation &c,, are hindrances to transportation. But they 
may be partly overcome by rapidity of conveyance. 
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(c) The nature and condition of roads.— ^Thm is tho 
most serious obstacle of all ; but it is also the one that 
human industry has coped with most successfully. By sea 
transportation is easy. On land the difficulties are greater. 
ArtijiGial roads, on broken and uneven surface of the 
earth, are necessary for transportation. But road-building 
is a costly matter ; the better the road the more it costs. 

It i.-3 of the utmost importance for a commodity to 
possess the most satisfactory system of transport in all 
respects. Because every impediment to quick and easy 
transportation is an addition to the total expenses of pro- 
ducing the particular commodity in question. Where a 
country has sound roads, railways, and a reasonable system 
of canals and rivers, it is in the best position to carry the 
work of production to its end, 

(2) Money and the mechanism of Exchang’e. 

When exchange is carried on directly, commodity for 
commodity, it is called barter. It is an inconvenient way 
.and almost an impracticable operation ; because it requires 
a double coincidence. We have to .find a man who requires 
just what we can spare and who can give just what we 
want. The difficulty increases when perishable things- 
like eggs are to be exchanged for indivisible ones, like 
horses, oxen, carts etc. The invention of a third com- 
modity to serve as a go-between becomes necessary to- 
remove these difficulties. Money and the Mechanism' 
of Exchange form big subjects. They require a separata 
'and a fuller treatment, 

(3) Markets, where goods are actually exchanged. The 
consideration of markets will involve a consideration of 
the principles on which goods are exchanged. 

II. — Advantages of Exchange. 

Whether exchange should be considered as productive 
is an old question for debate among economists. The 
physiocrats answered it negatively. They even tried to 
prove that exchange could profit no one. They argued 
.ittuvt.-.aU . exchange, if it is equitable, presupposes tho 
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equivalence of fche fcwo values exchanged, and consequently 
implies that there is neither gain nor loss on either side. 
But this is sophistry. Even if one party be cheated, one 
mans’ profit is balanced by the other’s loss. 

The argumeut was refuted by Condillac long ago. If 
exchange never led to profit, or if every exchange necessari- 
ly implied that some one had been cheated, it is difficult 
to understand why men have persisted for so many cen- 
turies in carrying on exchange. In reality whatever I 
yield in exchange for something else is always less useful 
for me, less desirable, and hence worth less than the thing 
I acquire. Otherwise I should not give it up. The person 
who exchanges with me pursues exactly the same line of 
thought. The utility of all things is purely subjective, 
and varies according to the wants and desires of each 
persou. 

The advantages : — 

(1) E.xchange enables us to utilize, in the best way 
possible, a large quantity of Wealth which, without ex- 
change, would remain unused. Without exchange, what 
would England do with her coal ? 

(2) Exchange enables us to utilize in the best way a 
host of pi'oductive capacities which, without exchange, 

, would remain inactive. If there were no such thing as 

exchange, each man would be 'compelled to produce all 
that is necessary to supply his wants., He would be ob- 
liged to regulate his production, not according to his 
aiMtiides hut according to his ivants . . 


CHAPTER II. 

MARKETS. 

I.— The definition and the criteria of a market. 

<I). Definitions. 

(m) “The market -for any given commodity is- the 
aggregate, of dealers in that commodity whose bids and 
ofi'ejff effect the price, ” 
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(6) "Economists understand by tbc term “market” 
not any particular market place in •which things are 
bought and sold, but the whole of any region in which 
buyers and sellers are in such free intercourse with one 
another that the prices of the same goods tend to equality 
easily' and quickly" — Cournet. 

(c) "Originally a market was a public place in a town 
where provisions and other objects were exposed for sale ; 
but the word has been generalized, so as to mean any body 
of persons who are in intimate business relations and carry 
out extensive transactions in any commodity, A great 
city may contain as many markets as there are important 
branches of trade, and these markets may or may not 
be localized. The central point of a market is the pubic 
exchange, mart or auction rooms, where tbc traders agree 
to meet and transact business. In London, the stock market, 
the corn market, the coal market, the sugar market, and 
many others are distinctly localized ; in Manchester, the 
cotton market, the cotton waste market and others. But 
this distinction of locality is not necessary. The trade 
may be spread over a whole town, or region or country, 
and yet make a market, if they are, by means of fairs, 
meetings, published price list, the post office or otherwise, 
in close communication with each other." — Jevons. 

II. The Boundaries of a market. 

There are no set boundaries of a market. It may be 
purely local or so extensive as to cover the world. A fish 
market is only limited to one town ; while the market for 
exchange securities, the more valuable metals, and to 
a less extent for wool and cotton and even wheat, is so 
extensive as to cover the whole western world. The modern 
means of transportation, the telegraph, the printing press 
etc, have a tendency to increase the extent of markets. 
They enable buyers from almost all parts of the world to 
compete with one another for the same supplies. 

III. General conditions of a wide market for a thing. 

’ {i) the, thiug should, be of universal demand, for . ex- 

am pie, cotton, 
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(ii) the commodity must be capable of^easily and 
exactly described, e. g., cotton, wheat, gold etc., are in 
universal demand and they can be graded and sampled. 
Buyers need only see a sample to choose their goods. 

(Hi) It must be such as will bear a long car- 
riage. It must nob be heavy and must be carried easily 
from one place to another. 

(vi) lbs value must be considerable in proportion to 
its bulk. 

Thus the character of the markets varies with area of 
space over which they extend. It varies even more with 
the length of -Periods or Time. Before discussing the 
■element of time, it is very important to :know the laws of 
supply and demand. 

IV. Supply and Demand. 

We have seen that a. market is nece3sar3'- for every act 
•of exchange. We have now to see-how is it that wealth is 
exchanged for wealth at particular rates and not at rates 
higher or lower than those established under economic 
conditions. There is always one fixed price for equal 
amounts of a commodity of the same economic quality. 
When we study the subject attentively, .we find that 
buyers want to buy a commodity at the cheapest possible 
rate and the sellers try to sell their merchandise at the 
highest possible price. Notwithstanding this human 
nature, certain economic forces make the buyer willing 
to buy and the seller willing to sell at that particular rate. 
The rate of exchange is fixed by the relation between the 
demand and supply of the commodity. 

^ 1. Demand ; — Demand means the quantity of goods 
which people are willing to .buy at a .certain price. The 
demand for strawberries in a certain market on a given 
day does not mean the quantity of Strawberries which 
people desire to consume on that day; it means the quanti- 
ty which'they are willing to purchase at a certain price. 
Now, before buyers can judge how much of a commodity 
they want, they must know tfo pripe of it ; for if bread for 
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example, instead of being three pence per ib becomes four 
pence, a man may perhaps decide to take less bread than 
he might take if it were three pence a pound. Demand is 
governed by the marginal utility of the commodity to the 
consumer; and the utility of a thing to a man depends, 
as we have seen, on the quantity of the things of the 
same kind which he already has. Suppose a certain 
quantity of tea is to be had 2 $ a pound, a person 
would be willing to give 10 $ a pound once a year rather 
than go without, while if he could have any amount for 
nothingjie would perhaps not use more than thirty ponnds 
a year. . But as it is, he buys say 10 ibs. at 2 $ per ib. 
The difference between the happiness he gets from buying 
10 ibs. or 9 ibs. is just enough to make him buy the lOth, 
But the fact that he does not buy the 11th shows that 
he does not think it would be worth extra 2 $ to him. 
Two shillings therefore measure the utility to him of the 
ten which lies at the end or margin of his purchases. 
It measures its marginal utility. The fact that the 
marginal utility diminishes with the supply of an article 
Prof. Marshall calls the law of “Diminution of Marginal 
Utility.” 

2. Supply.— What determines the supply ? ' Demand 
is based on the desire to obtain the commodity while 
supply depends on the overcoming of unwillingness to 
undergo discommodities. Although much work is done 
for its own -sake and is therefore no economic measure, 
yet the chief motive for the' most work is the desire to 
obtain some* material advantage. Speaking broadly, it is 
true that the exertions which any set of workers will 
.make; rise or fall with a rise or-fall of remuneration offered 
to them. The position of the producers is that they are 
■willing to produce as much as is required but they must 
realize such aprice as would pay :the' expenses incurred 
in making the goods; They would of’ course like to' get 
more,’ but, if they- raise ' their prices, ":the free competition 
in -the market would rcause’ them to be^undersold. 

•price from their point of view is that which recoupes the 
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normal expenses of production. If it did more than this, 
capital would flow in from other sources and competition 
would lower the normal price to the level of the expenses 
of production. 

Cost of Production. — The "sum of efforts and absti- 
nence” requisite to make a thing ready for consumption 
is called its Real Cost of Production. The sums of money 
that have to be paid for these effbits and sacrifices, will be 
called its Money Cost of Production or its Expenses of 
Production (Marshall). 

The supply of a commodity, therefore, depends on its 
expenses of production. The expenses of production 
include : — 

1. The price of raw materials, e. g., in cotton industry, 
cotton, coal and other materials used in maf^ing it. 

(2) The wear and tear and depreciation of building, 
machinery and fixed capital. 

• (3) Interest' and iusurance on all the capital. 

(4) "Wages of those who work in the factories. 

(5) The gross earnings of management of those who 
undertake the risk and engineer and superintend the 
work. 

Since the charges differ according to the amount to 
be produced, they must always be calculated with refer- 
ence to a particular amount. 

Prime Cost and Supplementary Cost. 

It is important to know what is Prime Cost • and what 
is Supplementary Cost. Over the long periods, both of 
these charges must be met. .But the prime cost only ig 
payable when the factory works for short periods. 

(1) Prime cost will cover the price of raw materials 
actually required in making an article and the wages of 
the labourers actually employed in turning out that 
article. 
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2, Siq:>plevientary Cost — Will include .all the gene- 
ral expenses viz., (i) Wear and tear of machinery (2) 
Pay of permanent official staff (3) The earnings- of an 
entrepreneur. 

TJiese two elements together make up ■vvhat is Ccalled 
the Total Cost. • 

Note. — In considering demand and supply ^Ye must 
.also note that' : — 

(i) The Elasticity of demand for a commodity is great 
or small according as the amount demanded increases 
much or little for a given fall in price, and diminishes 
much or little for a given rise in price. 

(ii) The Elasticity of sappdy. — The supply of a com- 
modity is elastic Y’hen a slight rise in price brings out 
large stocks for sale, and non-elastic ^Yhen it has little 
effect.- 


The Lams of demand and supply. be briefly 
•illustrated thus ’. — 


.Price 

««« 

Demand 

Supply. 

Higher 

• • • 

Less 

Greater. 

Lower 

« • t 

Greater 

Less. 


■y. — Marginal Demand and Supply. The Marginal 
demand for a thing means the demand for that last portion 
of it which the consumer finds still profitable to purchase at 
a certain price. The Marginal supply, on the other hand, 
means that Inst . portion of a commodity- which a producer 
still finds profitable to produce at a- certain price. 

yi. — Price — Marginal demand and marginal supply 
determine price. The consunier pays for the whole amount 
a price which is limited' by the price that he pays for this 
'las't portion ; for there is -always one price for equal 
‘'amounts of a commodity -:of the saine' ecohoniic quality 
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while the utility of its different doses to different persons 
is different. The producer, on the other hand, too, sells his 
goods at the price which is limited by the price which 
must he paid for that last portion of the commodity in 
producing which he had to perforin the greatest possible 
labour ; for there is alwa3's one price fixed for equal 
amounts of the same commodity’^ and it requires different 
doses e. g., it requires a good deal of labour to make the 
5th lock, for a man who makes 5 locks 'a day, than to 
make the 3rd or the 2nd. 

VII. — Equilibrium of Demand and Supply. 

Having learnt some of the forces that govern demand^ 
and supply we can now understand liow the price of any 
kind of goods is decided. We can now look into the way 
in which supply and demand operate together and act 
upon each other to deteremine the price of a- com- 
modity. 

In any market at any time the price will be so adjusted, 
through the competition of buyers and sellers, that the 
quantity demanded will be equal to the quantity offered 
nb that price. This is the Temporary Equilibrium Price. 
(Marshall). Suppose for example,'-that on a given day in 
a given makeb, a certain quantity of corn, of one and 
the same economic quality^ has been brought for sale. 
The amount which each seller offers at any price is govern- 
ed by (1) his need for money and (2) his calculation of 
the present and future conditions of the market. The 
amount which each consumer intends to purchase is 
governed by the marginal utility of the comraodity^ At 
cerbaiii prices.sellers /Would sell nothing ; at certain prices 
buyers Svill - buy nothing. ' There are jntermedia,te prices 
• at which larger . or 'smaller amounts , would be sold and 
would be purchased. -There is only^ one price at which the 
amount whicli sellers would he ready to sell will be equal 
to the .amount which buyers would be willing to 
buy. ■ This is equilibfium price, De^ us illustrate 
‘ this : — 
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Bayers will be 
willing to buy. 
600 quarters. 
700 
900 


At the price Holders will be 
willing to sell. 

20 Rs. 1000 quarters 

19 Rs. 700 

18 Rs. 500 

■ In this case prices will fluctuate round Rs. 19, S'ome 
sales would be made above and some below, but both 
parties will use all their skill in bargaining and Rs. 19 
will be the price established under the conditions of de- 
mand and supply. 


Nate . — A pQ3ition oE eq itlibriutn, iE ib bs a tru3 po3ition oE eqailibriutri 
when once established, tends to'be maintained. All oscillation, either on 
one side or on the other, tends to return to equilibriam point, if the 
general conditions are maintained unaltered. 

(i) IE the supply pries i-i greater than the demanl price, i 5., i£ the 
sellers receive more than their cost.oE production in the trade of one par- 
ticular commodity, more labour and more capital will be attr.acted 
towards that trade. People would leave their own occupations and would 
product that commodity. By the working of competition, this increased 
supply would lower prices until a balance is set up For csample, sup- 
pose that the demand for leather articles be suddenly r.aised an I they 
may command a much higher price in the market. In order to gain 
profit,. new factories and leatherworks will be opened and supply will bs 
increased. This increase of supply would diminish price 'uii'il it comes 
down to the normal value. 


(ii) Oa the other hand, if demand price is less than the supply price, 
the reverse tendency operates. Sellers receive less than is sufficient to 
remunerate them for the amount in question. Those on the margin of 
doubt whether to go on producing, decide against, and the tendency is for 
the supply to be restricted until a, balance is set up. The decrease in 
supply increases price until it rises to its normal point. 

When demand price equals supply pries there is equilibriam. All 
that equilibrium means is a position ’ id which the price offered for a 
given amount is the price that it will just pay sellers to accept for that 
amount. The marginal demand price, i. e., the price which consumers 
are just induced to offer for that amount of the commodity equals the 
supply price or the price which it only just pays producers to receive, for 
that amount, - • ’ 

RECAPITULATION.; 

We assume a perfect market with- absolutely free com- 
petetion and with just'one. price for one amount of a com- 
modity. There is a fixed supply price aud a fixed .demand, 
price for any and every given amount of a" commodity,' 
In the one case, whatj buyers will offei: is ■ governed by 
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final iitiliby to them of the qtiantit}’’ of that commodity ; 
in the other case, tlie price is determined by th,e marginal 
expenses of producing that quantity of the commodity in 
question, the expenses incurred in ])rodncing that last por- 
tion of it, which just pays the pi'oducer to produce. There 
is a point at which marginal demand price equals mar- 
ginal supply price. This is equilibrium point, which the 
opei’ation of market forces is constantly tending to estab- 
lish, and which when once established tends to be main- 
tained. 

VIII. — The Influence of Time : Long and Short Periods. 

Taking time into consideration, the problem whether 
utility or cost of production determine value depends upon 
the length of period involved — 

A. — A Short Period. 

In short periods, for example, a day, the stock to be 
sold is practically fixed, and the value is generally deter- 
mined hj* demand. Suppose for example, that fishermen 
in Delhi find one morning in Exmas week that the demand 
for fish has greatl}' increased imoxpec>'odly. The}'’ would 
then try to meet the demand as best as they can by the 
stock in hand, because there is no time to make additions 
in the volume of jiroduction. Any addition attemiited 
must bo made either by existing appliances or by bringing 
into use machinery freely laid aside as useless. Supply 
remaining almost the same, demand determines price. 

On the other hand, if demand becomes suddenly low- 
on a certain day, there is no time to reduce the number of 
working labourers and appliances. The price in this case 
too will be determined by demand, and it would be con- 
siderably lower than the normal price. 

B, — A Longer Period. 

For the longer period, say a few . months only, the 
supply will be influenced by the cost of iiroducing the 
commodity. 

' 0,-^A long period. 



I„ Ion? ncviods, say of years, the cost will be inauonced 
fifo nnS of m-oducing the labour and capital required 
tre.ptduo?ion of fhe commodity. The element o 
WTn long periods- is sufficiently extensive to permit of 
anv increase in the material appliances of production and 
any addition to the labour supply that may be deemed 
ncLssarv S'uppose that an industry, relatively to other 
ffidStrii becomes extraordinarily profitable. If the 
Question be short, there is no opportunity of in- 
^ J the sura of material appliances or of adding satis- 
creasing Hhour supply. Hence for the time being, 

ftev%d an abnormal iSarn, But i£ the period is long 
y y -vonfes nf the industry attract both capital and 
llr'Claiot supply, instead of flowing into other 
0 SiTtries flows into the said industr}^ and is trained for it 
' until the industry becomes normal. So, too, capital flows 
to it until the material appliances are equal relatively to 
Y . ,1 inflnstries For example, suppose that on 

those in Other th^. Hanital from Calcutta,,hdemand 

, 'The- in- 
late price 
The field 
fisher-men. 


foboureTL^d il5Cto their advant'age to becorn^ 
■while capitalithgt migh 
nels,. embodies ifeelf int 





The pre|gnt)ihdastPial system is based on the division 
nf li^ou?- l^^Mbn;fo»DurinipIies exebange. Thus 
ot _ .i- ai division of labour must be accom- 

^'’SclTfa rrlondtag^^^^ in the system of 

Sohanee Since iiurfer can only be carried on to a veiy 
Sited® extent on account of the difficulties iKl?«q:ent| , 
ri were compelled to choose a medium of, change tc „ 
do away with these difficulties. ■ i v 

The function of medium of exchange has- not been, as-^ ^ 

signed to any particular object by the t'erms^^f ^ 

° ' ' '^/7 C'' 
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press a^^reemenfc, but certain objects forced themselves up- 
on men’s choice by reason of the peculiar qualities which 
fibbed bhem for the important service. This commodity 
was, in accordance with circumstances, mostly hewn stones 
in primitive societies, cabbie in patriarchal societies, rice in 
Japan, and furs in Hudson Bay Territory, &c., &c. Bub in 
civilized societies, at a very early time, gold, silver and 
copper were chosen as mediums of exchange. 

B. Functions of mDney. — ^The primary functions of 
money are : — 

(1) It serves as a common medium of exchange. It 
docs away with the ‘ double coincidence ’ of barter. 

(2) It serves as a standard of deferred payments. 

With the increase of commerce people begin to borrow 
and lend. It therefore becomes very important that there 
should be something in berms of which the amount bo be 
paid may be stated. If the lender is paid back in kind,, 
the commodity in question may have deteriorated in value. 
The lender will want just what he lent and interest upon 
the same. Metallic money representing a command over 
commodities in general can most suitably bo used for the 
purpose, as it is free from changes of a violent nature. 

(3) It serves as a store of value. People frequently 
have occasion to compress their wealth into small compass. 
Clearly money offers the most convenient way of doing 
this. 

■ (4) It serves as a measure of value. This function 
is closely related to No. 1. 

C. The Qualities of Metallic Money. — The natural 
properties which give the precious metals a marked supe- 
riority over all other commodities are : — 

1. Facility of Transportation. No other objects have 
BO great a value in so small a weight. 

2. Unlimited durability. By virtue of chemical pro- 
.perbies that make rusting, corrosion &c. impossible, gold 
.and ^Iver may be kept unchanged for an indefinite period, 
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3. Identity of Qaulity. As the precious metals are 
what the chemists call elements, they are always identical, 
that is to say, one piece of pure gold is like every other 
piece of pure gold. There is no need for "samples” of 
gold. 

4. Difficulty of counterfeiting. The precious metals 
because of their characteristics, colour, weight, and metallic 
ring, may be recognised by the way they look, feel and 
sound. No other substances are likely to be mistaken 
for them. 

5. Perfect divisibility. The value of each fragment 
of an ingot is exactl}’' proportionate to its weight, and 
the value of all the fragments put together is exactly 
that of the original ingot. 

Note. — Jevons enumerates seven qualities;— 

1. Utility and value; 2. Portability; 3. Indes- 
tructibility; 4. Homogeneity; 5. Divisibility; 6. Sta- 
bility of value ; 7. Cognizabilit}^ 

D. The conditions which should be fulfil'ed by all 
G-ood Money :—(i) All good money should possess the 
quality of being _smelt without any loss of value. It should 
stand the “fire test.” 

(ii) ALL Legal money shonld have a metallio value 
strictly equal to its nominal value', for we know it has a 
two fold function : it is the sole instrument of purchase 
and the only instrument for the payment of debts. Its 
legabtender quality is based only on the above mentioned 
condition. Since every piece of metallic money may be 
used as a merchandise as well as a coin, it is .good money 
only whenever its face value equals its value as an ignot. 

If the value of the ingot be higher than that of the coin, 
the money is said to be heavy. Under this circumstance, 

, the public will regard coins as bullion, and will sell them 
by weight. This process will continue until the coins 
have completely disappeared..^ ’ If the value of the ingot 
- be less, it is said- to be light. This is much more to be 
dreaded ; because, it is liable to lead a government into 
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tcmptabion and because, once such light money has entered 
into circulation it remains most persistentI3^ These cir- 
cumstances form the bisis of one of the most curious la\YS 
of political economy: — 

E. The G-rasliam’s Law. In simple language the law- 
states : — 

“In every country where two hinds of legal money are 
in circulation, the bad money always drives out the goody 

Of two articles men naturally prefer that of the best 
quality. It js a matter of wonder then why should they 
act differently when mone}’- is the article in question. 
It is because mone}' is not for our personal use. It is only 
employed to pay our creditors aud our tradesmen. It is 
then foolish on our part to use better money for this 
purpose, it is on the other hand to our advantage to choose 
the w.orse. 

II. Good money disai^pears in three ways : — 

1. By Hoarding. When people want to put money 
aside for possible emergencies, they choose the best pieces 
because these offer the most security. 

2. By 'payments abroad. In international commerce 
a foreign creditor takes the money for the weight of the 
fine metal it contains. Therefore we keep light money 
for use at home and reserve good money for foreign 
commerce. 

3. Bi/ sale by weight. As soon as good money is 
worth more as metal than as coin, it is clearly profitable 
to stop using it as money and to regard it as bullion. 

III. Grasliam’s Law is applicable in the following 
cases : — 

1. - Whenever worn money is in circulation together 
with newly coined money. 

2. Whenever depreciated liape'i' money is in circula- 

.tion together with metallic moneys ■ ' ' 
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3, Whenever light money is in circulation together 
with goorl money, or even, when goocZ money is in circula- 
tion together with heavy money. In this case the lighter 
drives out the other. 

F.— The value of mouey. 

What detirmines the I’alue of money ? Obviously, the 
demand for and the supply of money like those of any 
other commodity. The supply of money depends in 
the first place upon- the cost of producing the money and 
upon any other cause limiting its supply and secondly 
upon the rapidity of its circulation. 

The demand on the other hand depends upon the 
number of transactions in which it is used as a 
medium, i. -e., the amount of e.vch.vnging work to be done by 
money. We must remember that all the Avealth produced 
is not exchanged through the medium of money. Pro- 
ducers sometimes directly consume a part of the wealth 
'produced by them; sometime Avealth is exchanged for 
wealth by barber; sometimes the use of credit, in modern 
times, economises the use of money : so that only a part 
is exchanged through the medium of money. And this 
constitutes its demand. 

II.— Metals. 

Metals possess the qualities essential to the- mate- 
rial of money to a greater extent than other substances. 
Soiufs of the metals seem to be marked out by’nature as 
most fib of all substances for employment as money, at least 
Avhe.'i '.acting as a modmin of exchange and a store of A'alue. 
They possess malleability also, so that Ave can cub and' 
hammer them into an}’’ form, and can impress a permanent 
design upon them by means of dice. . They are, however, 
lose satis faetory as regards stability of value. The}^ 
possess intrinsic value too, besides being used as medium 
of exchange, and people purchase them even for other 
purposes. Hence an addition in their supply tends to 
loAver their price, and an increase in the demand for them 
tends to increase their price. 
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The Problem of Single or Double Standard.— In 
order to avoid considerable flncfcnaLions in the value of 
precious metals, owing to change in the conditions of 
supply (e. q,, the discovery of gold ndnes in Australia and 
silver in Mexico) every civilized country is obliged to em- 
ploy "simultaneously coins of gold, silver and copper or 
some similar metal. But there is no need to use all three 
as legal tender ; in fact copper is always a token money. 
Only the other two are of interest in this connection. 
Should both precious metals receive the character and 
attributes of legal tender, or should only one be thus em- 
ployed? This question, formerly called “the problem 
of single or double standard” is now termed “ the problem 
of mono-metallism or bi-metallism.” 

IJ’OTE — Legal tender, This tarm dannloi “eucb money ag a crerlitor is 
obliged to re<;cive in requital of a debt expressed in terms of money of 
the realm." 

Tolcen coins arc defined in values by the fact that "they ciin, by 
force of law or custom, be exchanged in a certain fixed ratio fur standard, 
coins, The metal contained in a token coin has of course a certain 
v.alue ; but it may be less than the legal value in almost any degree." 

A. — Monometallism. — In the single standard system 
only one metal is employed as legal tender , all other 
coins are token coins. The .'gold coin, for example, is 
made legal tender up to any amount, while other coins are 
legal tender for small amounts only. 

Its Difficulties : — 

(1) the adoption of the gold standard means the 
demonetization of silver ; for if silver coins are not legal 
tender, they must, at least in part, be withdrawn from 
circulation. 

(2) fluctuations in prices are much more to be feared 
with a single standard than with a double standard. 
Every fluctuation in the value of money at once causes 
an inverse fluctuation in prices. When there is but one 
money these fluctuations will be frequent and abrupt, 
throwing the whole economic mechanism out of gear and 
continually provoking crises. 
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B— Bimetallism. 

Bmietallism is a monetary S5'stem in which the princi- 
pal or the standard money is composed of two metals— 
generally Gold and Silver — circulating together. Accord- 
ing to this system, free coinage of hoth metals is esta- 
blished at a fixed rate of exchange. Each metal is unli- 
mited legal tender, so that people who have debts to pay 
may have the option of paying in either metal. It has 
been advocated that such a system would obviate and 
minimise changes in the price level and would bo much 
more stable than a mono-metallic currency, 

_ I . — The advantages claimed for Bimetallism. 

(i) It would enlarge the stock of statidard money and 
thus lessen fluctuations of price. For the larger the 
stock of money the smaller will be the proportionate 
changes in its value caused by additions to it or by new 
demands for it, 

(ii) It is claimed that the system would establish a 
steady par of exchange between gold and silver using 
countries. When a merchant in a gold using country 
sells goods, to one in a silver using country, the silver 
price at- which he sells is determined by the rate of 
exchange between silver and gold at the date of sale. But 
when the time comes for payment the piice of silver may 
have changed so that the par of exchange between the 
two countries is now different and a loss is incurred by one 
.of the parties, . Such uncertainty is extremely harmful to 
commerce, 

(iii) It would prevent prices from falling. It is held 
.by many that falling prices are bad for trade. Under 
bimetallism the stock of money would be increased more 
rapidly and would cause its value to depreciate slowly 
and thus business would be stimulated. 

IT . — The maintenance of the chosen ratio bstween- 
gold and silver, 
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The vil'il problem of Bi-niefeallism is the miainfeenance 
of the ratio; The ratio chosen would be the market ratio 
pi-evailing at the time. Even so it would s-^em that the 
ratio could not be maintained ag uiist the irdluence of 
Grashain’s law; for should an attempt be made to circulate 
two metals side l\v-side the cheaper will be used for mone- 
tary purposes and the dearer will be exported. This would 
happen when Bi-metallism is adopted b}- one countr}'- only; 
but it is claimed that wore Bi-metallism adopted over a 
sufficiently wide area, Grasham’s law would be neutralised 
and the evils of constantly changing from one metal to 
another would be done aw.a._y with. It is argued that as 
soon as one metal fell in value or showed signs of falling, 
the demand for it would increase. The demand for the 
other metal would fall off owing to its rise in value. The 
effect would be to check the separation in the value of the 
two. Suppose that the ratio of 16 and 1 were adopted i. e. 
one tola of gold will bu}’' 16 tolas of silver. Should the 
market value of silver fall, say to 17, Grasham’s *Jaw will 
begin to operate. People will buy silver and pay their debts 
and thus silver will replace gold in the currency, but the 
increased demand for silver for the currency will cause a 
slight rise in its value ^Yhile the decreased demand for 
gold owing to its demonetisation will cause its value to 
fall. The two movements, being in opposite directions, 
will tend to keep the two metals at their established par 
of exchange. This is known as the Gompensatory Action' 
Ox^ the double standard. The steadiness of the ratio be- 
tween the two metals would however depend upon the 
rate, of increase of cheaper metal, but were Bi-metallism 
universal the ratio might be maintained. 

III. — E,easous for not adopting Bi-metallism. 

(i) Bi-metal 1 ism to be a success must be international 
and there are many obstacles in the way of its adoption, e. g:, 
national prejudice, the desire of each country to have its 
own .system of currency &c. The difficulties of changing 
the. ratios of coinage already existing 'in different coun- 
tries and the disturbance which the change would produce 
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in existing contracts and prices, all stand in the way of 
international agreement. 

(ii) The fall in prices has ceased sinee 1896 and since 
that rl ite p.-ic.'S have risen, the output of gold has in- 
creas'd euonuoiisly, and thif, tngethcr with the constantly 
increasing means of economising it, is a guarantee that the 
supply will be sufficient for the future. 

(iii) The difficnltios of trade between gold and silver 
using countries has been solved b}'' India by means of the 
gold standard exchange system. Other countries are fol- 
lowing her example. 

(iv) The oftect of rise in prices upon trade has been 
exaggerated. Rising prices may temporarily give an 
impetus to trade, but over long periods the prosperity of 
trade depends upon the progress of'invention .and soionce, 
and upon the education and organization of labour. 

CHAPTER IV. 

PAPER MONEY. 

Metallic money is replaced by Paper Money. It was 
•at first very much doubted whether it is possible. It is 
manifestly impossible to substitute for wheat or coal mere 
pieces of paper on which are inscribed such Avords as 
"One Hundred Bushels of Wheat” or "One Hundred Tons 
of Coal.” Such pieces of paper could not provide either 
food or warmth. But we know that money is unlike any 
other wealth. A piece of money is nothing but an order 
giving its possessor the right to claim a certain share of 
existing wealth. The part played by an “Order” can be 
taken by a piece of paper quite as well as by a piece of. 

The subject Avill become clearer if we distinguish 
three kinds of paper money. 

1. The Classes of Paper Money. 

1. Representative Paper Money, is that which merely 
represents an amount of coin that has been deposited 
somewhere. This kind of paper money is secured by coins 
. for which paper is simply a suhsbitute, The American 
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gold and silver cerbifieafcea, gii-iraalced by gold and silver 
deposits in the Treasury of the U. States, are good exam- 
ples of this kind of paper money. Thciy are receivable 
for all public dues, but are not legal tender. This form- 
of paper mone}’^ seems to present no difficulties. 

Feduciary, Oonvertible or Redeemable paper money 
is that which takes the form of credit instruments, lb is 
a promise to pay a certain sum of money. The value of 
the paper evidently depends on the solvency of the debtor. 
It is not secured by an}’’ deposit. Bank notes fall under 
this description of paper mone5\ The national bank of 
the United States issues money of this sort, guaranteed by 
government bonds deposited with the Treasurer of the 
United States. 

o. Gonventional, Inconvertible or Irredeemable paper 
money, represents nothing and confers a claim upon noth- 
ing. There is no provision on the part of the government 
to exchange it for coin; - and it may. be regarded as money 
on which the government has charged approximately a 
100% seigniorage. When a government has insufficient 
metallic money, it issues strips of -paper with the appear- 
ance of promise to pay. But every one knows that this is 
pure fiction. This kind of paper money is either issued 
directly by the state or is the result of the degeneration of 
paper money that was once convertible. . 

The substitution of paper money in this third form 
seems, hard to understand... It has, however, performed 
the function of money in Russia, South America, and the 
United States. These strips of paper serve the very same 
purpose as coins. Yet we must admit some important 
differences between the value of paper money and that 
of metallic money. 

2. Difference in the value of Paper Money and 
that of Metallic Money. — The value of the paper money 
is always more restricted, more precarious, and more 
changeable. 

(a) It is more precarious, because it is dependent upon 
the will of the legislator, - and can be annihilated as well 
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as created by law. Should the law demonetize paper 
money, the holder will have in his possession nothing bnt 
bits of paper. The same thing is not altogether true of 
metallic money ; for besides its legal vahio it has also a 
natural value, ”due to the physical and chemical properties 
of the metal it contains. 

(6) It is more restricted, i. c.. its circulation is limited 
to a narrower area than that of metallic money. It can 
not be expected to circulate beyond the boundries of the 
nation which confers value upon it. Metallic money, 
on the other hand, can circulate everywhere — if not as 
coined monej% at least as bullion. That is why paper 
money is essentially a national mone 3 ’, while metallic 
money is universal and international. 

(c) Finally, the value of paper money is more change- 
able than that of metallic money for the excellent reason 
that the quantity of paper money depends solely on the 
will of the government, while the quantity of metallic money 
depends on natural resources. An imprudent, careless 
government can depreciate paper money by issuing morC 
than is needed, but no goyernment on earth can depre- 
ciate metallic money in this manner. Even if the issue 
is restricted, there are some other inseparable disadvan- 
tages of paper currency. For example, if a period of 
great business activity, requiring an increase in the ins- 
truments of exchange, is followed by a period of depres- 
sion, in the first period there will probably be a dearth, 
.while in the second there is the liability of an excess of paper 
money. Metallic money, too, to some extent possesses this 
disadvantage. But the precious metals are accepted every 
where, and if they are in excess in one country they 
naturally flow into others. 

The above three disadvantages of piper money would 
vanish almost entirely if all civilized countries would bind 
themselves ' 

(1) to confer the legal tender quality on only one kind 
of paper money, — paper money which shall be accepted 
every where. 
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(2) to augment its quantity only in a measui’o fixed 
in advance and calculated for each nation,— perhaps ac- 
cording to the increase of its population. 

3. Advantages of Paper currency. 

(1) Portability of comparatively large sums, the pos- 
sibility of sending money cheaply and comparatively safely 
are obvious advantages. 

(2) When a Government falls short of money the 
creation of pa])er mone}’ is a very convenient way of 
paying without being obliged to borrow from abroad and 
hence without being required to pay interest. 

(3) It increases the wealth of nations to the extent 
that it permits of reducing its supply of the metallic mone 3 \ 
All the labour devoted to the miintenance of the supply 
of these metals could be utilized for productive purposes. 

4 . Is the creation of Paper money equivalent to 
the cr(-ation of wealth ? Thepdea is evidently absurd. , 
Can wealth be created out of nothing ? Yet the introducion 
of paper money can to some extent increase the wealth of 
nations. Suppose that a householder possesses several 
thousand dollars' vorth of silverware, but decides to use 
porcelain and sells his silver to employ productively. This 
increases his income. This is exactly the plan with which 
the issue of paper money may be compared. Nations 
may use paper money for their internal circulation and 
send all metallic money thus saved to be invested abroad, 
either by purchasing stock, railway shares, land and ships 
or by improving foreign industry and agriculture. These 
investments would, in one way or another, produce 4 or 5 
per cent, interest and thus result in an increased annual ' 
revenue. 

5. ' Tha Dangers resulting from the use of Paper 
money and tlie Way to Prevent the n. — The advantages 
that paper money can procure for a country or for a 
government are real enough, but they may be dearly paid 
for.. When an imprudent . government, overstepping the 
proper limit, issues more paper money than is needed evil 
effects are produced. When paper money is issued more 
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thun the amount uf metallic money in circulation, the 
value of paper mon.v,- (UUs and it becomes depreciated. 
There are ser’eral which should •.varn ns of the thui- 

"er oven when it is far oiV: — 

O 

(1) The first of those signs is the premium fur gold, 
Ko sooner has paptw money been issued more than the 
amount of metallic moucy in ciiculalion, ,L,o.!d and silver 
money begin to command a premium. ( iohl and silver 
money retain their former value, and people l)egiu to setdt 
bullion to send abroad and (hey will pa 3 - a stnall premiutn 
to obtain it. 

(2) Tlie second sign is a rise in ihc rate of cx/'Iiarirje. 
Foreign bills of exchange are ulw.ays payable in gold. 
As soon as the value of paper money falls, foreign bills 
will rise in price just like gold itself, since thej' a?-c in 
fact equivalent to gold. 

(3) The ihird sign is the fiighi of rneiallic vionr.t/. 
This follows according to Gresham’s Liw, 

(4J The fourth sign is a rise in prices. This appears 
later on, and shows that the evil lias already become a 
grave one. While the depreciation of paper money is 
slight, prices e.xcepti those of the precious metals are not 
effected, but when the deprcciaiion reaches 10, 15, or 20% ’ 
the evil suddenly bursts forth. 

Prices .ire Uctcrraijunl I’y the rcl.ation of (len)ajnl for .and sii|)i)ly Of 
money in a country. The deninnfl consist.s in thn oiTcrine: of sjooils’ for 
money ; tlie more goods nre offered, the greater the (ieraaud Tlic supply 
consists of the paper money pieces, whatever their material or form, 
available for the purchase of goods. When the supply of metiillic money 
diminishes according to Gresham’s Law, and demand remains nnshalccn 
(the nnraber of trans.actiona to he made through it remains the same) 
])riees rise. Tins is known ns the Quantity Theory of JIuKcy. 

(5) Finally we must note that there will h^ 'iwo differ- 
ent sets of prices for comraoditie.'!, one payable in metallic 
money and the other in paper money. The difference 
between the two prices exactly measures the depreciation 
of the paper money. 

This state of affairs can be remedied in two ways : — 

(1) By making the note convertible, as did theAmeri- 
cans with their Greenbacks and the English when the 
payment of notes was resumed in 1816, 
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(2) By strictly limiting the amount, of issue. 


CHAPTER V. 

CREDIT. 

Paper money economizes metallic mone}’’, bub this 
advantage is obtained at the price of serious disadvantages. 
Now there is another way to economize metallic money 
which is .more effective and less dangerous than paper 
mone 3 ^ It consists simply in doing away with evei'y ins- 
trument of exchange. In the first place, cash sales are 
replaced by sales on credit, and in tlie second place, once 
promises to pay haVe been made, we seek to have these 
promises to pay fulfilled in some other way than by actual 
payment in metallic money. This is done by means of 
credit, the chief instruments of which are cheques, bills 
of exchange, system of book ci’edibs, &c. Credit is pro- 
tracted exchange, i, e., exchange w'hich is nob complete 
until a certain period has elapsed. In a cash transaction, 
the commodity sold, and the price paid for it are the two 
chief elements ; but in credit, payment is made at some 
future time, and so it consists of three elements — the 
third being the element of time. In order to understand 
this complex mechanism these terms should be clear to 
the mind. 

I. — A bill of Exchange, or a draft is a written order 
by which the preson drawing the bill orders, some other 
person, upon whom he has a claim, to pay a specified sum 
of money to a thii’d person. The creditor who has- sold 
goods makes out a paper to this effect : — 

New York, November 13bh, 190S. 

To William Wilson (debtoi’), Chicago, Illinois. 

At sight of this bill (or at some specified time) pay 
to John Jones or order, One Hundred Dollars, for value 
received. 

(Sd.) HENRY BROWN. 

( Creditor.) 
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Brown will sell this bill to Jones who may transfer it 
to any one else by endorsing it (writing his name on it). 
In this manner one bill may serve to make many payments 
before the drawee is called upon to make final payment. 
The use of such bills avoids the manifest absurdity of 
sending two shipments of coin across the ocean. With- 
out such ingenious devices, international trade would be 
impossible. It was first of all in international commerce 
that men learned to employ credit and to dispense with 
the direct use of money. 

Suppose that American wheat dealers have sold to 
E ngland §2,000,000 worth of wheat at six months’ credit; 
that is to say, instead of receiving money from England, 
they have drawn bills of exchange to the value of 
$2,000,000 upon their English debtors. Now suppose 
furthermore, that English manufacturers of cutlery have 
sold $2,000,000 worth of knives and forks to American 
dealers on similar terms and have drawn an equal amount 
in bills of exchange payable in the United States, Instead 
of sending coin, the American purchasers of cutlery in the 
United States will simply purchase from the American 
wheat dealers the $2,000,000 worth of bills of exchange 
payable in England ; they will then send these bills to 
their English creditors in place of money, saying, “ Collect 
these sums from your fellow country men,” It will nob 
be difficult for them to procure these bills of exchange, 
for, as we shall see, there are persons called bankers who 
make it a business to buy and sell, i. e., persons who buy 
paper payable abroad in order to sell it to those that 
require it. 

It is true that this example supposes that the two 
countries are indebted to each other for exactly the same 
amount, — a supposition that is very unlikely to hold true. 
But although it is not directly true, the same result may,' 
nevertheless, be reached in a roundabout way. Let us 
grant for instanoe, that the United States has purchased 
82,000,000 worth of tea from China, bub sold nothing in 
return. The above kind of compensation then seems 
impossible, But it is nob so. Araerioacis may hot b® 
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' obliged to send coin to China.’ AUhongli America may 
have sold nothing to China, there are other epnntries 
probably that have sold goods there and that are consequ- 
ently creditors of the Chinese. All the Americans need 
do is to buy their claims on China. When they shall 
thus have become creditors of the Chinese, nothing will be 
easier than to balance their accounts with the country from 
which they bought the claims on China. It is possible for 
instance that England has sold to China 82,000,000 worth 
of cotton cloth. In this event we should onl}' have to buy 
England’s claim upon China for this sum ; or, to i^ut it 
technicall}^, we might purchase at London, paper payable 
in Shanghai or Hong Kong. But it may be objected that 
in an}’’ case the Americans will be obliged to pay it to 
England or to China. This, however, is an error. It 
matters very much whether they owe to China or to 
England, for in the latter case, it is only requisite that 
they shall themselves have a claim of. $2,000,000 against 
England (perhaps for wheat they have sold her) in order 
to balance accounts for all three nations, iDerhaps without 
the payment of a single dollar in mone 3 ^ 

The Rate of Exchange, Having known this ingenious 
device for international payments, Ave must inquire wdiat 
determines the value of those bills. Evidently the degree 
of confidence that can be placed in the debtor,- and the 
period of time wdiich must elapse before the bill is due, 
affect the value of the bill. But apart from these causes 
the value of the bills of .exchange, even of those pa 3 ^able 
at sight or perfectl}’^ reliable, depend upon changes in 
their demand and supply. When, the claims of a country, 
on foreign countries amount to a higher value than its debts 
abroad, there is not^^enough commercial paper for all i. c.,, 
demand exceeds the supply. Competition among buy^ers 
therefore raises the value. Such paper is said to be above 
'par ; it rises to a premium. Conversely, when its credits ■, 
abroad represent a lower amount than its debits abroad, 
the supply exceeds the demand, and many bills find no 
purchasers. Competetion among sellers therefore decreases 
the value and the paper is said to ixW-b^low p^ar.' 
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jjj Tli3 system of book credits. 

B„t we ca.. conceive .ano«« “tlS 
simple in theory and saves the frequent 

Book Credits ^ lbs highest developments 

handling f a dev^^^ by whieh basi- 
ls seen in banks Book Cred^^^^^ ^ 

ness-houses, which t opilinfr settle their indebt- 

other transfer of coins ^but by debiting and 

:Sn” eaJh therin their books and only paying the 

balance when eiedn., « I- te«.r 

to know°S^?BltThcquV?® A Cheque dtat" 

J&Kd“p«'it TJJfJu bank o, again,! a cadi! prarinn.iy 

ArrrLd to by the banker. 

agreed to ^ Svstem.— Suppose that m an 

(a') The Single bank m which all the 

isolated town Jfg-^beir money. If A wishes to pay 
inhabitants have o 'g ^mj gi^ it to B, B pays the 

B, he need T \ hnt^d^s not want to draw cash.- 
cheque into the L the bank debit in A’s ' 

nr s riu 

^^-ame^hing 

f metallic ™on^ wouw need ^ 

feSrvt should be kept tor all de- 
tnands. 

(b) The system °^.\^?;5n^^\7vfng^treir accounts 

has two banks, the other The method of payment 

Uh one and some with the o^^ ^ ,vants 

will remain the same. d,aw a cheque on 

to pay G who banks in bank Z, A wanting mone)^ 

his^^k W and gvve It to U w , 2 

will pay it iato hia hank Z. it tue m 
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presents the cheque to the banker of the bank W, a pay- 
ment of coin must be made, but there would be many 
transactions of this nature. The two banks will continu- 
ally avoid paying coin by the Book Credit system between 
themselves, only paying the balance when it becomes 
inconveniently large. 


(c) The system of Many Banks and a Clearing House- 
Suppose in a large town- there are many banks. Opera- 
tions will be exactly as in the Two Banks System except 
that the simple accounts will have become more complex 
and developed into a Clearing House. 

For example, suppose that A purchases fifty dollors 
worth of goods from E and pays with a cheque for that 
sura ; E in turn, buys fifty dollars worth of goods from 
land uses a cheque in payment; I buys fifty dollars 


worth of goods from 
M and pays in the^^ 
same manner as\ 
A and E. Now sup- 
pose that each of these 
persons has au ac- 
count at a different 
bank. The recipient 
of |he cheque simply 
deposits it at his own 
bank and is credited 



for the amount of the cheque. In the course of a day’s 
qusiness each bank receives a great variety of cheques 
drawn upon different banks. Then the representatives of 
the various banks meet at a clearing house and balance 
their claims against each other. Banks situated in differ- 
ent places settle' their accounts with almost equal ease. 
They have their agents in the nearest clearing-house city. 
The Bank of Bengal, with its numerous sub-offices is a 
good example. 
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IV. — Banks. — A batik has been tersely defined as "a 
manufactory of credit and a machine of exchange.” 

Functions. — Borrov;ing and lending'are the two funda- 
mental transactions of all banking business. The sums 
which the banks barrow are usually obtained through 
deposits, and their loans are usually made in the form of 
discounts; they are therefore commonly called banJcsof de- 
230sU and discownt. In some cases, .they also perfortn a third 
transaction, namely the issuing of notes. This operation 
is not essential to a bank; often it is an exceptional privileg- 
ed funcsion belonging only to certain banks known as 
hanks of issue. 

(a) Ilcposits. — The banker’s first task is to get capital 
from others. He tries to get hold of the circulating 
capital which in the form of money people carry in their 
pockets. In all countries there is a large amount of 
acpital of this .sort — captial that is' not fixed, which pro- 
duces nothing but which 'is simjfiy kept in readiness for 
the time- when-.it-shairbe employed. , The- banker spares 
the trouble Cf taking care of these sums, turns this inac- 
tive capital into an active one, pays a low rate of interest, 
and renders .the additional service of being the treasurer 
of the depositors. Whenever a person has to pay a creditor, 
the latter is sent to the bank to receive payment upon 
presenting a cheque or written order detached from the 
debtor’s chequebook. 

(b) Discounts. — When this circulating capital has been 
borrowed by the bank at a low' rate, the next step is to 
turn it to account by lending it to the public. Since this' 
fund is only a trust, the banker can only lend it for short 
periods — say 3 months, — for he may be reqnire'd to refund it . 
at a moment’s notice. ' The n-\ost suitable form of short in- 
vestments is the bill of exchange. . When a merchant has 
sold goods on credit, and happens to require money before 
the time, for payment is reached, he turns to the banker,' 
who will advance the sum that is due, minus a small amount' 
which constitutes the banker’s profit. Thus the banker 
acquires the merchant’s claim on his purchaser i, e-. his, bill 
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of exchange or promissory note obfcaino3 from his .ddhtor. 
The banker keeps this bill or note until the time v/hen it 
falls due, whereupon he collects it of the debtor. This 
transaction is called discounting. 

Banks also lend money : — 

(a.) By making advances on securities, 

(h) By granting an open credit to their customers, 
who are thus entitled to withdraw more money than they 
have deposited. As such uncovered loans or overdrafts 
are exceedingly risky, and are made practically without 
security, many banks refuse to transact them. 

(c) By the issue of hank notes. Bankers have indeed 
conceived the ingenious idea of actually creating the 
capital they need, by issuing simple promise to pay i. e., 
by issuing bank notes. Although a bank note is only an 
instrument of credit like a bill of exchange, yet it repre- 
sents a for more convenient form of credit claim. It is in 
fact superior to most credit papers for these reasons :~ 

1. It is transferable to hearer, just like coin, whereas 
a bill of exchange is subject to the formality of indorse- 
ment. 

" 2. It is payable at sight. 

,3. It is payable on dhnand, whereas negotiable papet 
may lose its value at the expiration of a certain period. 

4. It is always for a round sum, whereas commercial 

paper often has a fractional value, , ' 

5. It is issued and signed by a well-known institu- 
tion. ’ . 

6. Finally, it yields interest. 

Although the issue of ba,nk notes extends their trans-! 
actions very much, yet we must not forget that the sum. 
total of bank-notes represents a debt that is payable on 
deruand. The bank consequently is exposed to a two-fold 
peril : it rnay be called upon at any time to refund its" 
deposits and to cash its notes; It is necessary, therefore," 
for the banks’ to keep Cash reseryes, 
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V. The social utility of Banks.— Banks afford many in- 
portant advantages to a country. They economise greatly 
the use of gold by issuing notes and by the cheque system. 
Secondly, they collect from numerous depositors small 
sums which would have otherwise remained idle or would 
have been used in unproductive expenditure. Many a 
little makes a mickle, and the whole lot can be employed 
in producing new wealth. Thus they help the industrial 
progress of the country. Again, the short period bank 
loans promote the continuity of industry by enabling 
manufacturers and merchants to get funds for their 
operations immediately by discounting their bills instead of 
waiting for the time when the bills will fall due and be 
paid by the debtors. Another great advantage ,is that 
commercial banks lend- freely to capable business-man 
thereby affording an opportunity to extend their business 
even if they have no capital of their own. Last but not 
least is the possibility of conducting large foreign trade 
with a small amount of metallic money by the foreign ex- 
change operations of banks. 

VI. The Advantages of Credit : — Professor Leroy- 
Beaulieu points out the following advantages of credit 

(1) The transfer of capital effected by credit ordina- 
rily results in a better use of this capital by the borrower 
(and by society) than would have been made by the len- 
der. 

(2) By placing capital in the hands of those persons 
who are able to make a better use of it than those who 
accumulate it by saving, credit enables the former to give, 
the lacter, in return for the relinquishment of their funds, 
a share in the results of this better use of capital. Thus 
credit makes saving more advantageous and contributes 
t'o the growth of capital. 

(3) By substituting simpler methods of payment, and 
using more effective and cheaper kinds of capital than 
money, credit perpaits of transacting a vaster bulk of busi- 
ness with much less money, Af? money ig a costly instru- . 
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iTient of exchange, the economy ofmoney permits a nation 
to increase its productive capital. 

VTT Prpdit ajid nrices.—'There is aheen controversy 

irt ”£a=; 

“ Tfi rr ‘ vs —ts 

same effect both, hloney is purchasing 

Sr?h sam S nt liqnidattag power Credit is pm^ 
and to rue linnidatinff to the same extent. 

chasrag.power but noM^qo^»“g ^ 

^°“,raraS S cre”it tonsactiens/Th anrount is 
serve as a basis 101 ore eireulation. Credit tends to, 

therefore held baob Mm 

raise prices by inereas g y . metallic 

emulation. 'Th?aSonnt of eredit is greater 
money from Cl c ^ ^ the net result is 

S'*? * e%rra?ses priees toT^rtain ertent but not to the 
that credi P ^ same amount of matellic 

tame extent « >e done^bj 

money. . .^e use of money without serving as 

“o^pleTe ^BubstiLte for money, while in many eases it does 
lo and affect prices as much as specie would. 

YIII. Can Credit create capital ? 

Mr Macleod thinks that credit does create new capital. 
But this view is erroneous. The misconception arises out. 
^ ili fari that when a bank lends money, it gives to the 

borrower a certain amount of money in the form of notes 
Vr-T >ip pan use, and at the same time credits the lent 

Into the list of his assets as capital. Thus it ap- 
^Tr^tha^ the amount has been doubled. But it is clear 
pears mat noint of view, that new capital is not. 

creatS b^ the mere fact of issuing notes, as the borrower 
S oaStal can-not negotiate the notes untrl someone 
will give him money or goods in exchange for it. The 
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notes only give him the possibility of obtaining other capif 
tal instead of that which he has relinquished. As soon 
as, on the other hand, some one accepts the notes from 
the borrower he becomes the Creditor of the bank to that 
amonnt which it has lent in the form of notes. 

But while considering the advantages, we must 

not lose sight of one great defect in credit. This 

may be considered in two ways. In the first place 

if people have resort to the system of credit jor 'produc- 

tive purposes e. g. to invest in some trade, they, having 
other’s money in their hands, sometimes make reckless 
speculations, and having little capital of their own to lose, 
squander other’s money in rash speculative enterprises. 
If on the other hand they borrow capital for consumptive 
purposes, e. g. to meet marriage expenses &c,, they often 
become recklessly extravagant and this often leads to 
fraud and dishonesty. 


CHAPTER VI. 

INTERNATIONAL TRADE. 

I. The Advantages : — The advantages of interna- 
tional trade are similar to those resulting from personal 
and domestic exchange. These advantages have been 
considered from two precisely opposite points of view. 

A. From the point of vieiv of the Classical Economists: 

The classical economists consider only imports. They 
regard importation as the object of international trade. 
Exports are the price paid for the imports. The less Ave 
give in exchange for what we want-^ — so reason the classi- 
cal economist' — the more profitable is the transaction. 

B. , According to the. Protectionists or according to 
ihe public opinion. 

According tb this, the advantages of international trade 
must, be ' considered Ttom*- -the' vi^.W point of -ecoportst: 
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Exports, it is held, constitute the real profits of international 
trade. Imports must be regarded only as a necessary evil. 
Exportation means increased wealth, importation means 
expense; Tha sicrplus of receipts over expenditures is 
the advantage. 

Both of these opposite points of view are false. A 
great country cannot be likened to a preson carrying oil 
trade solely as a means of procuring what he needs. In- 
versely, the second point of view, which likens a great 
nation to a storekeeper who buys only in order to seli 
again, is no less erroneous. 


' In fact, the advantages of international trade arc not 
susceptible of arithmetical calculation ; they can not be 
measured in money. The following are the advantages 
of importation and exportation : — 

A, Advantages of Importation. 

(i) Actditional well-being, whenever we have to do 
with imported goods which a country, because of its soil 
or its climate, would not have produced within its borders. 
Without international commerce, England would have no 
wine, U. States no tea or coffee, France no copper, and 
Norway would have no salt. 


. {ii) Economy of labour. This is true whenever wealth 
is imported that could be produced at home only at a 
higher cost than abroad j e. g,, wheat imported from India. 
It may also be to a nation’s gain to obtain certain goods’ 
by importation even though it may be capable of produ- 
cing them within its own borders, under more favourable , 
conditions thdn the exporting country. But this is true_ 
Only when it devotes itself to the production of goods for 
which its superiority is greatest. It is best, for example, 
for a physician who is also an expert gardener, to devote 
all his time to his patients and entrust his garden to' 
a gardener. 


{iii) International comtnerce provides a kind of in-' 
surance against famines, effects of the failure ,of ■.crop& and 
, against a multitude ;of iEconomic misfortunes, . 
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- B. Advantages of Exportation. 

(i) Ifc utilizes natural resources and productive forces 
which, if there were no outlet for them, would be super- 
abundant and therefore partially useless, e, g., gums and 
nitrates in Peru, gold in California. 

« (ii) It developes a nation’s industry by creating world- 
wide markets -for goods. The extent of the division of 
labour and the progress of large scale production are 
proportionate to the size of the market. 

II. Disadvantages : — 

(i) Although international trade economizes a certain 
amount of labour, our modern society having been 
based on the division of labour, ib can nob do it without 
throwing a certain class of labourers out of employ mentj 
If United States, for example, increases its import of cotton 
goods from England by $20,000,000, it is advantageous to- 
the country provided they are obtained at a smaller cost 
but it is disadvantageous to American cotton labourers.. 
Even if this increased import may give rise to a counter- 
current of exports, and English cotton manufacturers may 
be paid for with American cereals or cattle, the value 
of English cotton goods may be lower than that of the 
American cotton which they supplant. Perhaps Americans 
could not produce $2,000,000 worth of cotton goods for 
less than 30,000,000. To balance this amount of English 
imports, Americans will export cereals amounting to only 
$20,000,000. Thus it means a diminution of home pro- 
duction of $10,000,000 and a corresponding reduction in the- 
amount of American labour required. 

Again, the owners of American cotton mills, unable to 
change their buildings into wheat farms or pasture lands,, 
would lose the capital invested in these factories. Thus 
the consequence is likely 'to be ruin for the employer and 
idleness and poverty for the employees. 

{ii) Exportations' also may. have undesirable effects^. 
Countries which' regularly export cereals may utimately 
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impoverish their soil and rob it of all the fertile properties 
it possesses. 

(m) There is a third disadvantage in the specializa- 
tion of industry of which foreign trade is but one form. 
It increases the chance of over-production. It is more 
difficult to gauge the amount of product required in a 
widely extended market; and causes like wars and failure 
of crops may produce serious effects, 

III. The Attenuating Circumstances. — International 
trade like machinci’y may ultimately cause an increase 
in the amount of work which it began by diminishing, 
in two ways : — 

(a) The fall in prices resulting from free-trade will 
cause an increase in- consumption and consequently an 
increase in production. What the people save in the 
decreased prices of cotton goods, they will perhaps use 
to purchase goods of home production. And even if the 
savings are used to buy foreign goods, it will nevertheless 
be necessary to pay for this larger bulk of imports by 
exporting larger quantities of American gold. 

(5) The fall in prices diminishes the expenditure of 
consumers and they are enabled to devote the amount thus 
saved to new or old productive enterprises. This means 
the employment of additional labour. 

IV. The Balance of Trade. The term balance of 
trade designates the relation between imports and exports. 
Statistics show that the imports and exports of a country 
are rarely equal. For example, the United States has, 
since 1893, always imported less than it exported. The 
' average annual excess amounts to more than §566,000, 000. 
France, on the other hand, is an example of opposite state 
of affairs. The annual excess of 'imports over exports 
averages §113,000,000. If we consider the case of England, 
statistics are still more surprising. The annual excess of 
imports over exports averages §1,200,000,000. In other 
words, one year of foreign comnterce. at, this rate would 
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suffice to drain the country twice of all its metallic money ; 
for U. K. has but $600,000,000 in coin of all kinds. Yet 
this money is by no means drained from the country by 
foreign trade. On the contrary, the imports of precious 
metals here surpass the exports. 

What, then, is the key to the enigma ? simply this; 
In order to ascertain whether the foreign trade of a 
country is in equilibrium, we must consider not only the 
balance of its imports and^exports,— as the public is accus- 
tomed of doing, — but the balance of its credits and its 
debits. 

Besides exports and imports there are numerous other 
international claims which are termed invisible imports 
and exports, out of which the following three stand out 
prominently in importance : — 

{a) The cost of transportation of exported goods i. e., 
freight and insurance. If the exporting country has 
charge of the transportation of its goods, it has a claim on 
other countries that certainly will not be counted amono- 
its exports. On this account England has large claims 
against other nations, averaging annually to more than 
8,440,000,000. 

(h ) The interest on capital invested abroad. — Rich 
and, as a rule, old countries invest abroad a large part of 
their savings, and for this reason receive each year large 
amounts of money or of commodities from foreign nations. 

But it must also be observed that whenever these 
countries issue a loan and as long as their loan is not fully 
subscribed, they become for that time creditors of the 
countries which take up the loans. 

(c) The expenses incurred by foreigners living in the 
country. As the money spent by these'”foreign visitors is 
drawn from their own estates or from the capital invested.’ 
at home,, all countries which are resorted to by foreigners 
are constantly, receiving large sums of money from abroad.; 
Statistics does not show in imports the amount ' in the' 
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pockiits of ahsenleas or sent fco them through the mriils, 
France is a good example. Its receipts average annually 
to €123,000,000. 

— Tlit-Tc r.rc other tindr of credits and debits besides those indi- 
cated ; for u.'caiiiM'e : — 

{d) J?«;i7.rM C(i)7in(ifj/onj, whenever bankers extend their bnsinwa to 
foreign cennlrics. Block excb.-ingc cities like London, Paris and 
Berlin receive or.icrs and transact business for .all countries. As this is 
not done gr.atuitously, these countries become to tome extent creditor 
of other coiinirics. 

(e) Jho s -le Ilf shijt.t. Ptirchnsed ships do not figure on the custom* 
house books cither ns imports or exports. England bnilds ship? for 
many other countries and on tliis score too is creditor for largo amounts* 
In some years more than 1,000,0(10 tons of ships, mostly steam vcescIb, 
arc lannchcd f;om the great ship yards .at Belfast and on the rivers Olydei 
Wear, Tecs and Tyne. 

We must he careful, howeveu', not to reckon the jirtfits of cxporlcra 
under this head, though many treatises on jxilitical economy do this. 
These profits are already included in the value of exports, and to count 
them again would bo a mistake. 'I'he value of exports is determined by 
the customs officials according to the current prices of coramoditice, and 
this price of course covers the profits of manufacturers and dealers. 

We must therefore conclude that the foreign trade of 
a country is in equilibrium not when exports and imports 
are equal in value (which never happens), but when its 
credits and its debits are equal. 

Thus we see that of the amount of payment falling 
on one side or the other in a given period, only the 
balance will require to be paid in money while the equi- 
valent portions on each side would be cancelled against 
each other by importation and exportation of goods.- 
The metallic money of a country may not be drained out 
of it by foreign commerce. Statistics, as well as simple 
observation, show that money plays only a small part — • 
■usually less than 10 per cent of the .total araount~in 
international- trade, 
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Y, How the Balance of Trade is Maintained. 

Even if a nation buys more abroad than it sells and has 
no other claims on foreign nations to restore the balance of 
accounts, or its rich citizens practice absenteeism so .that 
it is compelled to have its metallic money drained to other 
• countries, there are certain counteracting forces which 
operate very effectively and tend to obviate this evil : — 

Counteracting forces. 

(a) The influence of Bills of Exchange. 

Persons who have payments to make abroad endeavour 
to settle them by bills of exchange payable in these foreign 
countries and not by exportation of money. But if a 
country owes more abroad than foreign nations owe her, 
the demand for foreign bills of exchange will be higher 
than the supply and they will be ai a 2)remium. This 
premium, it is plain, bringing profit to all dealers who 
have claims on foreign nations and have supply of these 
bills, will stimulate the exportation of goods to foreign 
countries. Inversely the necessity to pay this premium 
and the consequently disadvantageous situation of all 
importers will discourage imports. The results will be 
an increase of exports and a decrease of imports, — precisely 
the remedy best suited to the situation. 

(&) The influence of Prices. 

Let us admit that the inequality of debits and credits 
involves a continual drain of money from a country. The 
flight and consequently scarcity of money causes a fall in 
prices; and although a fall in prices has some disadvantages ; 
yet in this particular case it has the advantage of 
stimulating purchases by foreigners, since trade always 
seeks the markets in which one can buy cheapest. At the 
same time the- amount of purchase made abroad by the 
debtor nation Avill of course decrease, because commodities 
■can now be bought quite as cheaply at home. It is a well 
dtnown fact that goods are not taken away from dear 
markets to cheap markets, any more than water runs up 
hilK In short, the situation just described tends to 
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encourage exportation and discourage importation-^-secur- 
ing the same beneficient result as that discussed in the 
preceding paragraph. 

(c) The influence of Paper Money. 

If the bankrupt country, from which metallic money 
has, been drained, issues paper money to take its place, 
the result is the same. Metallic money will then be at a 
premium; the greater the amount of paper money, the 
higher the premium. The producers of the country 
find it profitable to sell abroad, because then they ore paid 
in metallic money, which brings a premium and thus 
involves additional profit. Hence this condition of affairs 
encourages increased exportation. Importation on the 
other hand, is slackened, because foreign producers do not 
like to sell in a country having a depreciated paper money ; 
or, if they do sell, they raise their prices, and this, again, 
restricts sales. 

To sum up then : there is a sort of automatism in the 
balance of accounts that tends te restore the equilibrium 
whenever it is disturbed. The current of trade can not 
for eyer continue in one direction, sooner or later it must 
change ; and after metallic money has been taken out of a 
country, there are natural forces, called Eoonomie Har- 
monies which tend to bring it back again. . 



PART VI. 

CHAPTER I. 

CO-OPERATION. 

In its etymological sense the word co-operation simply 
means “ working together ; ” but it is now employed in a 
more definite, specific sense to mean “ voluntary associa- 
tions of producers or consumers in which the members' 
are directly interested in the success of the undertaking 
and share in the profits.” For example, in 'productive co~ 
operation, the workmen combine their own capital, pur- 
chase their own plant, and manage their own industrial 
affairs, in their own way, at their own risk, sharing profit 
or loss as the case may be. Some economists regard this 
system as industrial democracy. Industrial democracy 
means self rule, self-control, self-direction, by the workmen' 
in their efforts to gain a livelihood. This is achieved in 
pure co-operation. 

The principal varieties of co-operative schemes are (1) 
Productive co-operation (2) Co-operative consumption or 
Distributive co-operation. (3) Co-operative credit and (4) 
Building Associations. 

Note. — in disfcributi?e co-operation, the word "distributive” is used 
not in its ordin.ary economic sense, but in the sense in which the 
merchant’s business is spoken of as distributive. 

I. — Some characteristic features of all Co-operative 
Schemes. 

1. They all aim at the economic emancipation of the 
middle men and learn to suffice unto themselves. Con- 
sumers’ societies help consumers to get along without re- 
tail shop keepers by enabling them to purchase goods di- 
rectly from the producers or better still by themselves 
producing whatever they need. Credit associations enable 
borrowers to escape the clutches of-usurious money lenders 
by obtaining for them directly the capital that they need, 
or cY«u by helping th^m to create thi^ capital for them^ 
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selves by means of ingenious schemes for collccfciTe saving 
and mutual assistance. Productive associations enable 
■workers to dispense with employers, by making commodi- 
ties under their own guidances and selling them directly 
to the public. 

2. They all aim at the substitution of "solidarity” 
•for “ competition,” and of the co-operative motto, “ Each 
for all,” for the individual device "Everybody for himself.” 
These associations don’t compete with each other. 

8. They all aim not at abolishing private propert}’’, but 
at making it more general by facilitating the acquisition of 
priv.ate capital either by saving or borrowing, and to create 
co-operative pi'operty or collective ownership of stores, 
banks, workshops, factories and houses. 

4. They all aim not to suppress capital, but to de- 
prive it of its controUhxg imfmence in production and 
to withhold that part of the product which capital appro- 
priates in the form of profits and dividends. Many co- 
operative societies are expressly forbidden b}' their consti- 
tutions to make any prcjfits, or are obliged to pay them 
into a reserve fund. Other associations distribute profits 
among their members in proportion to their purchases 
(when the members are purchasing members) or in pro- 
portion to their labour (when they are employees), but 
never in proportion to their shares i. e., to the capital 
they furnish. 

5. All co-operative associations possess great educa- 
tive value, because they te^ch their members to develope 
their energy and ability to the utmost degree, to help 
others by helping themselves. As regards the satisfaction 
of legitimate wants (not the pursuit of profits) as the pur- 
pose of economic activity, to raise the moral level of eco- 
nomic relations by suppressing advertisement, trickery, 
food adulteration &c., and to abolish all methods by which 
men can exploit one another, as well as all the causes of 
social conflict. 
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II. The benefits expected from Co-operative schemes:— 

A. For the labourer. 

1. To secure for the labourers the profits that go to 
the entrepreneur. 

2. To secure for the labourers the opportunity to pro- 
duce independently of the will of the employer. 

3. To improve the character of the workmen by mak- 
ing him depend on his own exertions. 

B. For the employer. 

4. ' To do away with strikes. 

5. To increase the industry and carefulness of the 
labourer. 

6. To encourage Frugality. 

III, Varieties 

A. Productive Co-operation. 

(i) This scheme contemj)lates the abdication and 
gradual disappearance of the emplo3’^er, by transferring all 
the stock of an enterprize to the labourers themselves. 
The wage earners are to try to raise their^ own capital 
and to do the work of undertaking the business. , J. S. 
Mill’s example is a good illustration. Fourteen workmen 
after asking Government in vain for a loan of 300,000, 
francs, started on their own account a Piano manufactory 
in Paris. They had between them a capital of 2,000 
francs for buying tools and materials ; they worked for 
two months entirely without wages ; after two months 
they got payment for their first order and in less than 20 
years their capital was 6520. 

(ii) Short History.— The first co-operative society for 
production was founded in France in 1834 by Buches, a 
French publicist. At the. close of the Revolution of 1848, 
the movement assumed great vigour, and more than twn 
hundred labour societies for production were founded in 
France, particularly in Paris. But only four of them' 
aurviv^, There was however a temporary Aecrudescenca 



( 135 ) 


of the movement in 1866, und in recent years the luuiiher 
of these organizations has increased considerabl 3 \ In 
1902 there were 323 such societies, some of which were 
very prosperous. 

In U. S. the first such association was Boston Tailor’s 
Association Union, founded in 1849 but did not last long. 
The coopers of Minneapolis have best known American 
co-operative associations. Boots and shoes companies are 
also among successful societies for Productive Co-opera- 
tion there. Creameries and diaries have also had consi- 
derable development in the United States. 

I 

In Great Britain in 1902 there were 136 Productive 
societies for farming. 

On the whole, these societies have not been successful 
for the following reasons : — 

(Ui) Obstacles in Co-opcmtivc Production, 

ia) Lack of ecoowmic education. Labourers can not 
compete with a trained business man — the employer. 
They do not know enough to choose a man of ability from 
amongst themselves and even if they did, they would not 
allow him a share, for his mental superiority, from the 
proceeds, proportionate to the value of his services. 

(b) W ant of capital, — They may do away with the 
capitalist but'ean not get along without capital ; and 
large sc)ile production demands capital' in larger and 
larger amounts. How can the labourers raise this capital 
Ought the government to lend it ? The experiment was 
tried in France in 1848 and_ $400,000 were distributed for 
the purpose but there was little success. 

(c) They -tend to re-establish the very institutions 
■which they seek to eliminate, namely the class of employ- 
ers and file wage system. Too often when co-operative 

, associations have proved useful, ' they close their ranks, 
.refuse to accept new members, and engage hired workmen 
' (wage earners.) 
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These obstacles may be, however, avoided by first 
traversing a stage of preparation ; this preparation could 
be provided in these ways : — 

(1) By Profit Sharing. 

(2) By Trades Unions. 

(3) By Consumers Co-operative Societies. 

Note {A) Profit Sharing is that method of remunerat- 
ing the labour which aims to do away with the above 
disadvantages of the wages systeim by making the wage 
earner a land of partner with the employer. Profits 
instead of falling exclusively to the later, are divided, ac- 
cording to some system of sharing, between employer and 
employees, the workmen thus receiving in addition to 
their regular wages if the enterpriEe has been Biicoessful. 

This profit arises from a reduction in the waste of 
materials, an improvement in the v/ork done, economy in 
.supervision, avoidence of strikes, a greater ability in the 
staff and fiora the enlistment, on the employer’s be- 
half of the men’s best faculties. 

(n) The objects of Profit Sharing ; — 

■ (a) To reconcile labour and capital, and to increase 
the labourer’s dignity by transforming him irom a mere 
productive instrument into a partner. 

(6) To increase the productivity of labour by stimulat- 
ing the workman’s activity, furnishing him an incentive 
for faithful work, and leading him to a direxjt, personal 
interest in the success of the enterprise in which he is 
employed. , 

(c) To increase the labourer’s income by adding to his 
ordinary wages (which continue to be devoted to his Tun- 
ing expenses) an annual dividend that can be saved or 
used to meet extraordinary expenses. 

(d) T9 avoid loss of employment by attaching more 
closely and more permanently to the enterprize in which 
he is employed. 
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(iU) Its difficulties. 

(а) Smallness of the amount divided without unduly 
diminishing the employer’s interests in production. 

(б) Suspicion as to the employer’s good faith. 

(c) Difficulty of the apportioning losses without re- 
ducing the labourer’s dividend to the vanishing point. 

The institution of profit sharing is however not gain- 
ing much groan'd, because it is subject to the disfavour 
which now attaches to all forms of w.age system, which 
tend to strengthen the bonds between emplo 3 'er and em- 
ployee. Labour and capital .are each in quest of greater 
independence of the other. 

For Trade Unions please see Chapter on Labour. 

B. Co-operative Consumption or Distributive Co- 
operation. 

These are associations in which a number of persons 
unite to make their purchases jointly, and thus obtain the 
advantages of buying at wholesale rates. The system has 
achieved immense success in Great Britain and is now 
flist developing in the United States of America. 

(ii) Short History. — Robert Owen appears to have 
been the inventor of this kind of associations. But their 
development is most closely connected with the history of 
the celebrated Rochdale Equitable Pioneers, founded in 
1844-. More than one fifth of the whole British popula- 
tion now purchases its goods, wholly or parti)', at the stores 
of co-operative associations. The members of these asso- 
ciations meet annually in a congress, publish periodicals, 
newspapers, and constitute- a power, in the nation. Many 
of these societies are grouped into large federations which 
have their own fleets of merchant-ships trading with 
all parts of the world. These societies do not limit them- 
selves entirely to, commerce but engage in production and 
banking also, 
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(m) Oharaeteristic features' of Rochdale Society-— 
Mosb consumer’s associations are pafcfcernised after the 
so called Rochdale type which is characterized by these 
features : — 

(a) Sales for cash only. . 

(&) Sales, not at the cost price, but at the customary 
retail price, thus bringing a profit. 

(c) The distribution of a large part of profits among 
members, according to the amount of purchases they have 
made, and not according to the capital they have subscri- 
bed for which a fixed rate of interest is paid. 

{d) The use of certain part of the profits for social 
and educational purposes. “ The society,” sa)’s Mil), '“has 
libraries, schools, dispensaries and every kind of institution 
connected with the association and has regenerated a whole 
district.” 

(iv) The direct advemtages of these Societies. 

(1) Economy in the cost of living. 

(2) Putting a stop to the adulteration of goods and 
thus providing healthful and more abundant food. 

(3) Abolition of advertisement and trickery Sec., thus 
raising the ethical standard of business life. 

(zj) Should the movement continue to develops its 
ultimate effects would be : — 

(1) The gradual elimination of traders and the class 
of business intermediaries. 

(2) A decrease in the number and profits of indivi- 
dual concerns and stock companies (to the extent that 
these societies devote themselves to production).. 

(3) A decrease in the. number of large fortunes and 
an increase in that of sniall ones built up by co-operative 
saving. 

(4) The gevhet adjustment of production and dist- 
ribution, and the suppression of crises and the loss of 
work for labourrers resulting from them, 
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C. Co-operative Credit Associations.— These asso- 
ciations are simply popular banks designed to receive 
money from the people to return them in the form of 
loans. They have been called “ Profit-Savings Banks." 
They also borrow capital for their members from outside 
on the security of all the members’ propert 3 \ 

(ii) Short History. — These societies were founded by 
Schulze-Delitzsh and Raiffeisen in Germany. The former 
worked among the small artisans and tradesmen of the 
town, and the latter among the peasants, 

. (m) Method of 'working. — A bank is started by some 
select persons in a locality subscribing the capital among; 
themselves, so that gradually considerable capital is built 
up, which can be lent to the members of the society. In 
addition to this, loan is taken from outside on the security 
of all members’ propert}', so that excellent terms can bet 
obtained. Loans are only given to members who are 
known persons and of good character ; loans are advanced 
for productive purposes generally, 

(iv) Chief features of these societies. 

(а) Liability is unlimited, so that the managers look 
very carefully after the loans. 

(б) Profits are paid only in part. The rest forms a 
reserve fund. 

(u) Advantages : — 

(1) These societies enable the poor men, who indivi- 
dually possess less security, to borrow on good terms without 
falling into the hands of the money lender. 

(2) Those societies impart a steady educative influence 
in matters of thrift, association, self-help etc., and tend to 
develope high forms both of individual capacity, of public 
life and national character. 

(3) People practise industry and ecenomy with a desire 
to become a member of such societies. 

Note. — The success o£ these societies has been phenomenal. Even 
in India they have done much good. 
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D. Building Associations. — Corresponding to the 
Co-operative Credit Societies, there are Building Associa- 
tions in America and Eng>land, They are really co- 
operative credit societies to give loans to their members 
to enable them to build or buy houses, the property being 
mortgaged to the association till the amount advanced 
is fully repaid. 

(fi.) Short History. — The first building society in 
England was organized in 1718, although societies of 
this sort were not recognized by law until 1836. By the 
year 18©8, there ivere some 2500 of them in England, 
with aggregate assets of nearl}^’ $300,000,000. The first 
such association in America ivas organized at Frankford 
in 1831. In 1893, there were nearly 6000 such associa- 
tions in United States with nearly 2,000,000 shareholders 
and assets of over $4)50,000,000. 

(Hi) Method of working. — The funds of these socie- 
ties are used by the depositors themselves in their own 
interests, and not placed at the service of business men 
and corporations.' Every member has a voice in the 
management of the association and shares in the profits. 
A board of managers has charge of supervising the busi- 
ness of the association. They .issue fraction of the capital 
stock, usually one tenth in what is known as a series and 
require that it be paid in monthly instalments, commonly 
called dices at a low interest; Whenever the monthly 
payments, plus the accumulated profits, equal the face 
value of the shares the series is retired. The money 
obtained by the association ' is lent to shareholders who 
desire to buy or build homes. No member can borrow 
more than the face value of his shares. 

CHAPTER II. 

. MONOPOLY. 

The Word 'monopoly,’ as' opposed to ‘ competition on the 
side of production’ literally means ‘sale by one man.’ 
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Definition. — Monopoly means ‘ that substantial unity 
of action, on the part of one or more persons enagaged in 
some kind of business, which gives exclusive control, more 
particularly although not solely, with respect to price.’ 

Classifications. — Many classifications of monopolies 
have been made by different writers and still others might 
be made. But the following classification which both 
explains the origin of different monopolies and suggests 
their real nature is very helpful. 

(.d) Social Monopolies 

1. OeneralWelfare Monopolies", — Patents, Copyrights, 
Trade marks. Public consumption monopolies and Fiscal 
monop'olies. 

2. Special privilege monopolies : — Those based on 
public favoritism and those based on private favoritism. 

(B) Natural monopolies. 

1. Those arising from limitation of supply of raw 
material, 

2. Those arising from peculiar properties inherent 
in the business. 

3. Those arising from secrecy. 

(A) Social monopolies. — Businesses are social mono- 
polies when they are made monopolies not by their own 
inherent properties but either by legislative enactment or 
by forming so close a connection with great and natural 
monopolies that they partake of the nature of the latter. 

In old times kings and queens frequently granted ex- 
clusive business privileges to favoured persons and perr 
mitted no one except those named to engage, in such unr 
dertaking. Such monopolies, however, became so odious 
that sovereigns were compelled to ce^se granting them. Go- 
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vernmenfcs still create exclusive privileges b3i’pu:tcnt <aiifl 
copy right laws but the}' do so ou behalf of the general 
public. Authors and inventors are given exclusive rights 
over their production for a limited period, 'i.liese mono- 
polies have perhaps justified themselves through stimulus 
which they have given to invention and authorship. 

The trade mark is a leg.al monopoly similar to the 
})atent and copy right. In connection with lavished ad- 
vertising trade marks in recent days have been made the 
basis of enormous profits. Trade marks are important 
chiefly in giving a solid basis to what is known as the good 
will of a business. A manufacturer who acquires a repu- 
tation because of the quality of his products may adopt a 
trade mark to distinguish them from others. 

Public consumption monopolies and fiscal monopolies 
are distinguished from one another only b}' the object 
which the government has in view in establishing them. 
If the government manages for itself or grants to another 
a monopoly of the liquor traffic with the object of regulat- 
ing the consumption, the monopoly is a public consumption 
monopoly. If on the other hand the chief object is not 
regulation but income, the monopoly is a fiscal monopoly. 
Often the two objects are so blended that it is difficult or 
impossible to name the resulting monopoly. 

Special privilege monopoly — Our classification names 
two kinds of special privilege monopolies. Those mono- 
polies which are due to special tariff advantages or to 
other legislation are rightly said to be based on public 
favouritism. The other class of special privilege mono- 
polies consists of those which grow up through sp'ecial 
favours granted by other monopolies specially natural 
monopolies, such as railways. 

(B) Natural monopolies* — Natural monopolies are 
those which depend Tor their existence on natural forces 
as distinguished from social arrangements. They grow up 
independently-of man’s will and desire, and sometimes 
. even in direct apposition to it. 
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Of the first hind arc the monopolies which depend up- 
on some physical limitation in the sources of tlicir supply. 
Of this type are businesses usins^ jiniijuc mineral s{)rings 
or mountain passes or coutrolliu" tire whole area from 
•which certain commodities such as diamonds in Africa 
are obtained. 

J3y far the most important of all the monopolies are 
natural monopolies of the second class, chief among which 
are the following: wagon roads and streets, canals, docks, 
bridges, ferries, water w;iys, harbours, light houses, railways, 
telegraphs, telephones, the post office, cicctric-Iighting, 
water works, gas works Ssc., Szc., &c. Whenever there is 
a decided inerement in gain resulting from combination 
•we have a tendency to monopoly which will overcome all 
obstacles. This increment of gain, which is the cause of 
monopoly’, is alw.-iys present in businesses that occupy pe- 
culiarly favourable spots or linos of land, and that furnish 
.services or commoditi<?s which mu.st be in connection with 
the plan. This m:iy be said to be the law of natural 
monopolies. 

Determination of Monopoly price. — First of all we 
may say that monopoly value like any other value is de- 
termined by the relation between demand and supply*, 
and that demand is here as elsewhere determined by the 
marginal ntilit}'. Bub the supply is not determined as 
under eompetition by the cost of production, bub b}”^ the 
desire of the monopolist to secure the maximum of reve- 
nue possible in the existing state of demand. In other 
words, the monopolist, freed from competition, and 
governed only by demand, is able to adjust supply to de- 
mand in such a way that the price will stand at the point 
of highest net return. In determining what price shall be 
fixed and what quanity supplied — in other words w’hat is 
the point of highest neb return — the monopolist is in- 
fluenced by the following facts : — 

1. Every increase in the supply of his monopolised 
product -^vill result in lowering the marginal utility and 
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hence the demand price of the product/while every decrease 
in the supply will result in a higher marginal utility and 
hence a higher price. 

2, Of the expenses of production there are some that 
vary in almost regular proportion with the variation in 
supply. Thus if the product is doubled the cost of raw 
material will be just about double. Such expenses are 
called variable expenses. 

3. The supplementary costs will remain the same no 
matter what may be the amount of the product. These, 
called the fixed expenses, would include the cost of plant, 
salary of superintendent, interest on bonds &c. 

It follows from the above principles that the monopolist, 
since he is seeking the maximum net revenue from his 
business, will pay his attention to fixed charges in esta- 
blishing the price of the product but will consider only 
the variable expenses in connection with the probable' 
demand for his goods at various prices. 


An illusration . — Let us illustrate the above in the 
case of a commodity obeying the law of constant returns. 


Price per 
unit. 

No. of sales. 

Total 

earnings. 

Total 

expenses. 

Net 

revenue. 

As. 

10 


3,75,000 

■m 

1,00,000 

9 


4,50,000 


1,25,000 

8 

12,00,000 

6,00,000 

41,25.000 

1,75,000 

7 

18,00,000 

7.87,500 

5,75,000 

2,12,500 

6 

25,00,000 

7,37,500 

7,50,000 

1,87,500 

5 

35,00,000 

10,93,758 

10,00,000 

93,750 

4 

55,00,000 

13,75,000 

' 

15,00,000 

1,25,000 


In the illustration the monopoly price will be fixed at 
As. 7 per unit, while under competition it would fall to 
something between As, 5 and 4 per. unit,. 
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Effect of a Tax. — Wc have seen tlmfc fixed expenses 
'have no influence in determining the price. If therefore 
a fixed tax were to he levied upon a monopoly it would 
not result in ah increase of price. On the other hand a 
variable tax, for instance a tax of one cent per unit, would 
result in this case in raising the tnonopol}’’ price. Thus 
though the monopoly finds its profits greatly curtailed by 
such a tax, consumers would be compelled to pay one cent 
more per unit for the monopoly product. The possible 
advantage that society might draw from the tax would 
therefore be wholly or in part upset by the increased cost 
of the Commodity- 

Problems raised by monopolies. — The problem of 
monopolies has become one of the most important social 
problems in the United States at the present day. There 
are thinkers who say that monopolies are the cause of 
many evils and advocate public ownership of monopolies. 
The advantages claimed for public ownership are : — • 

1. Tnerease of pithlic 2yro3perUij. If monopolies arc 
owned by government they wull be worked w'ith a view 
to the advantage of the consumers i. e., of the public. 
Charges maj'^ be placed so low that the price will simply 
cover costs without allowing for profits or a profit may 
be derived from the industries and this used to lower taxes 
or to benefit the people in other ways. Thus there will 
be a general-diffusion among- the community of the great 
incomes now reaped by the private monopolists and this 

. w'ill tend to prevent an undue concentration of wealth 
while.at the same time. promoting general prospcrit 5 \ 

2. Economy. If the government own monopolies, the 
enormous waste of war in attempted', competition in the 
field of natural monopolies may be avoided. Hence public 
ownership may be more economical than private owner- 
ship, . Moreover a better management is likely to result 
and experience . has shown that improvements are more 
readily introduced, by government than private. companies. 



‘( 1.46 .) 


3 . Purification of Politics. American' politics lias 
got much corrupted hy monopolies. Not a year passes 
that the country is not- shamed by the disclosure of 
hriibery and. corruption in the granting of privilege or in 
order to free a monopoly from, duty or to escape from 
deserved punishment. 

Jevon^s Criteria.-— Jevons, however, says that there 
are certain principles or characteristics by which it can 
he judged what sort of monopolies the government of a 
country may undertalce to manage safely. 

1. The business should be of a routine nature, e. g., 
that of a post office. (2) it should minister toa permanent 
and widespread public need. (3) it should be of such a 
nature as to require a relatively small amount of capital 
ivt proportion to the amount of business done (4) it? should 
be of such a nature that the technical, apparatus required 
for its successful management may be easily and accurately 
understood. 

To conclude : public sentiment is muchdn, favour of 
liublic, ownership of the natural monopolies. 


CHAPTER III. 

TAXATION. 

To. meet the expenditiire essential for c.arrying out go- 
vernmental functions, it becomes necessary for the state to 
raise taxes. . -Other sources of income to the state viz.,- 
government property, fines^and penalties, fees and business 
undertakings e. g., (state-railways) etc., do not generally 
yield sufficient revenue; Bj' far the- larger part of the 
public revenues is drawn from the proceeds of taxation.- 

I. Definition ■ 

A tax is a necessary cqntnbution made to government 
ffir the purpose of meeting the expenditure, essentiat to 
' carry iug out the governmentar functions. 
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II. Theories. — With reference to the cc^uities of con- 
tribution, there lire diftcrenfc theories of ta.xations. 

(f) The Physioevaiid theory. According to this theory 
the whole revenue of the state should be got by land 
taxes; because the Physiocrats held that land alone, of all 
the agents of proluctiou, yields a return above the Cost of 
production. 

(it) The Social Dividend theory. According to this 
theory, subject of every state should- contribute to the 
governinent in projiortion to the bcrielit they derive 
from the protection of the state. 

(Hi) A groiiii of theories, according to which people 
should contribute according to their ability. 

(it;) The purely Economic theory, that the best tax is 
one which is most easily assessed and collected, and at the 
same titne is most conducive to the public interests. 

The theory more generally accepted today is that, 
taxation should be proportioned to "faculty” or nhility to 
pay. Ability may be measured b}' (1) consumption; but 
we must note that the consumption of the poor is diit of 
all proportion to their ability to bear the burdens of the 
state; (2) property', but property differs widely in its 
productiveness, and, moreov'er, many persons with little 
property have large incomes and therefore great ability 
to bear taxation ; (3) income ; levying of taxes on income, 
with variations to correct manifest cases of inequalities, 
approaches nearly to ideal taxation, though incomes differ 
in permanence and security, and equal incomes often have 
to support very unequal numbers of persons. A progres-- 
aiye tax on incomes may fairly be said to attain justice; 

III. Adtm Smith’s Cations of Taxation. 

There are four celebrated canons— of equality, certailir ' 
ty, convenience • and economy — ‘given by, -Adam Smith.'. 
These principles', says, the old economist, should gov.ern 
the -raisingv of taxes. . 
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• A. Equality. 

The subject of cx-ery afcnte should contribute in pro- 
portion to their means and the benefit which ' they enjo}' 
under the protection of the state. This principle, of equa- 
lity means equality of sacrifice, " No tax is a just, tax 
unless it leaves individuals in the same relative posi-tion- 
in xvhich it found them.’' 

B. Certainiy. 

A tax ought to he certain. There should be no un- 
certainty with regard to the amount to be paid, the time 
and manner of payment &c. The contributor should" 
clearly hnow what he has to pay, 

C. Convenience. 

Taxes should be levied at a time and in a mainner 
most convenient to the taxed, e. g., ta.xcs can readily be 
7)aid after the sale of crops, 'than when they are ripe but 
mot cut. 

D. Economy. 

The state ought to obtain as much ae possible of the 
xvholc amount of taxes which is- really levied from the tax-, 
payei'. There should be as much economy as possible in 
the collection of these taxes, “ The taxes should be so 
contrived as both to tahe out and keep out. of the pockets 
of the contributor as little as possible over and above, what 
it brings into the public treasury,” They should -be .ar- 
ranged in such a way that the efiSciency of land, labour 
and capital, may not be decreased. 


Criticism:-^ , . 

The Canons. Nos.’ 2, .S' and 4- .are generally accepted. 
But with regard to the first canon, seyere crrtfcisnx has 
been put forward.' “ In proportion to their means”- is' an 
ambiguous term. How to decide whether one person'’^ 
means are or are not equal to another’s. A and. B- botli 
get Bs. 100 per mensem from their employers,, A has tv. 
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fiimil}’, consisiing'of 5 souls to niaintaiur uliilo B lirio 
merely to spend on himself. -It would be u great injustice 
if a tax of equal amount is- levied from both. 

If the canon means' that they should contribute in 
proportion to the benefit de'rived tinder the jifo^ection of 
the state, even then the famil}' man shall have to pay 
most. Weak and poor men need more protection than 
the strong and the rich. 

There is hovrever. one Way of obtaining equality: by 
allo^^ing to one class, certain advantages which may com- 
pensate for disadvantages which it .may suffer with regard 
to some other taxes, 

IV.— Different kinds of taxation. 

A. — Direct Taxes. 

(i) Definition: — A direct tax .is 'that which is de- 
n^anded from the very persons who it is intended or de- 
sired should pay it (J. S. Mill.) 

. A- direct tax is really paid by the person from whom 
it is levied — Fawcett, 

A direct tax is either on income or expenditure. 

(ii) Examples .of direct taxes’, — Income tax, land 
tax, tax on property &c., are good examples of taxes 
on income ; ■ while tax on dog§, the wheel-tax, tax oh 
horses &c., are examples of taxes on expenditure. 

(iii) Advantages of Dir ecf taxation. 

(a) the great advantages of direct taxation are of sim- 
plicity and economy of collection. 

(b) the person taxed knows exactly how much he has 
to pay. 

B. — Indirect.,taxes, 

• •('i) Definition : — Indirect taxes are those which are 
demanded from one person in .the expectation and. intep-^ 
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Lion fch it h ' ■ shall in iemn’fy hitnaeif at the expense of 
iinutlier. They are taxes levied upon the people indirect- 
ly tluough consumable commodities. 

(ii)’]Examplfs:-~ExcisQ or customs duties are the 
chief examples of indirect tares. 

(Hi) Advant xges : — 

(а) the tax can be made to reach all consumers. 

(б) the tax is disguised. People p.ay it without being 
conscious of it. 

(fr) Diaadvantngefi. 

(a) This tax is very costly to collect. 

(h) It injures trade and industry by rai.siijg the ])ricc 
of the commodity taxed and thus causing a diminution in 
consumption and production. 

(c) It is not easy for the government to raise the tax/ 
as the trades protest. 

(c^) It inflicts an inconvenience on trade when taxes 
are levied during any stage of production. 

No IE. —A Proportional tax « tlmt in winch the ratio is mijfortn 
on .all, income and quantity. 'Jhis principle possesses the .advantage of 
simplicity .and easy application. A prograssive tax is that in which a 
graduated scale is adopte(l, the rate of taxation increasing as the .amount 
of income increases. 

V. — Practical Illustrations. 

A. Income-Tax. — This tax possesses the evident 
advantage of simplicit}'. .Each m.an’s coiifcributiori? to the 
state depends on the amount of .his income. This . tax- is 
now 'generally recognized to be the. best normal source of 
income. There are, however, certain objections raised 
against this tar 

Objections : — 

(i) In certain, cases this tax may discourage industry 
The harder a man works the. more he has to pay. 



({»',) Tt iinpa^-MUo hi discover the exact incomes of 
many iiersuiis. If the tax is Jisscsscd on the returns made 
by the persons to be taxed, a premium is evidentl}’- given 
to dishonesty. Attempts to prevent falsification are apt 
to be resented. 

flit) If the tax is not carefully regiil;itcd, it may 
contravene the principle of equality of sacrifice. For 
e.xaniple, a tax of 5 per cent, on incomes means much 
more sacrifice to a man dran-ing Rs, 50 p. m. than to one 
drawing Rs. 5,000 per mensem. 

In order to avoid this, the tax may be made progres- 
sive on larger incomes or any s 3 -stem of exemptions and 
modifications may be adopted according to the prevailing 
ideas of equity or expediency. 

In India, the progressive or graduated principle is 
adopted in the assessment of this tax. All incomes of 
less than Rs. 500 a year are exempted. Incomes from 
land and agriculture are a’so exempted. Incomes of less 
than Rs, 2,000 pay 4 pice per rupee, while those above 
2,000 pay 5 pies, 

B. Land Tax. — In many respects this tax is perhaps 
the best tax. With economic advancement of a country, 
the value of its land will rapidly increase, and the " un- 
earned increment" would be quite sufficient to defray all 
the expenses of government. -There would be no need of 
raising other taxes. 

In India, however, this “ unearned increment ” is still 
the share of the land holder. For a fuller treatment of 
this subject see " Land Revenue ” in Indian economics. 

G. House Tax. — Taxes assessed on the value of dwel- 
lings are open to the serious objection that they discour- 
age a most beneficial form of expenditure. In order that 
the poor may be better housed no house tax should be 
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levu'J on the. poorer classes. This tax presents a peculiar 
(liHieiilty in India. Under the 'Hindu joint famil}' system 
a liouse is owned by the family as a whole. Yet it is the 
))rincipal source of income in Bengal, -Burma and Madras, 
in Madras, 8\ per cent of the gross annual rental is 
charged. 

D. Death duties. — It is amratter of varied opinion 
whether a tax should be paid on the inheritance of a wife 
or young child. In the case of these, the death generally 
involves a sciious pecuniary loss, and the time is specially 
inappropriate for imposing an additional burden. On 
the other hand, an inheritance passing to an adult son, 
or to a more distant relation or friend, may reasonably be 
charged with a contribution to the state. 

Noth:— deatli d itie< leil to ev.niorn b’/ maans of gifts baforc 
death, dapriving tin statu to aU shari in tin propjrbr. Property not 
disposed of by will might reasonably p jss altogether to the state whoa 
there is no very near relative to inherit. 


. Finis. 



a 





1889. 

1. Define Capital, and mention the main forms in 
which it exi'sts. Sliow from the definition that capital 
does not fulfil its function unless it is consumed. If all 
capital is consumed " productively ” is there no fear of 
/^lut of capital being eventually produced ? 

2. State and explain Ricardo’s Theory of Rent and 
show from this theory that agricultural produce would 
be no cheaper if all rents were remitted. 


1890. 

1. What is meant by “the margin of cultivation ? ’’ 
Give an illustration of the manner in which the margin 
of cultivation varies with the rate of profit in each 
country. In what sense are the interests of the labourer 
opposed to those of landlord ? Discuss the advantages 
and disadvantages of large and small farming. 

'2. What are the functions of money ? Enumerate 
the qualities which the substance selected as -money 
should possess ? What arc the prominent causes of the 
present appreciation of Gold and dejireciation of Silver ? 

3, Discuss the following propositions : — 

[a) “ Wages do not vary with the price of food 
and with high pi'ices do not necessarily 
have high wages.” (Sir R. Peel). 

{h) “ Demand for commodities is not demand for 
labour.” (J. S. Mill). 

(c) “ Divide the labour, you divide the man.” 
(Ruskin). 
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(d) Local rates fall with the greatest severity on 
the occupiers of houses. (Fawcett). 

(c) The subjects of every state ought to contri- 
bute towards the support of government, 
os nearly as possible, in proportion to their 
respective abilities.” (Adam Smith). 


1891 . 

1 Briefly slcetch the sj'stems of land revenue in 

Bengal, Madras, Bombay, the North-West Oudh. * 

2 Discuss the three impediments to tlie improve- 
ment of agriculture in India, and give an account of the 
measures taken b}' the British Government to remedy 
these. 


3. Define Capital and distinguish between Circulat- 
ing and Fixed Capital. How has the influx of European 
capital into India affected its Avage i-eceiving class ? 
Does hoarded Avealth add to the capital of a country.?' 
Hoav do Banks and Joint Stock Companies promote the 
productive employment of Avealth ? 

4. Distinguish betAveen the value and the 'price of a 
commodity. Supposing that fifty j^ears ago the sovereign 
was Avorth eight rupees, Avhile wheat Avas thirty seers per 
rupee, and tliat now the sovereign is Avorth fifteen rupees, 
Avhile AA'heat is sixteen seers per rupee, Iioav has the value 
of Avheat changed .? Explain Bi-metallism and give argu- 
ments for and -against its introduction. 

5. Explain Ricardo’s Theory of Kent, and the “Mar- 
gin of Cultivation.” SIioav hoAV it has come about, that 
many of the peasant cultivators of Madras have become 
petty, land-bolders by the ri/oiroari, settlement. If the 
Government of India Avere to remit the Avhole of its dand 
revenue, Avould food grains be any cheaper .? 

6. (a^ Explain the nature and objects of Trades 
' Unions, Strikes and" Lock-outs. State the fundamental 
jn’inciple of the remedy proposed by Political Economists,' 
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(b) Distinguish between Fi’ee Trade and Protection. 
What section of the American People will be the chief 
sufierers from the recent increase of their Custoins Tariff ? 


1892 . 

1. Distinguish between (1) Productive and Unpro- 
ductive labour, and (2) Fixed and Circulating Capital. 

(a) Discuss briefly the comparative productiveness of 
a school master and a statesman. 

(b) What would be the effect of an inci’ease of Fixed 
Capital at the expense of Circulating Capital ? 

1. Explain : Value, Price, Bent, Wages. 

(a) Why are the laws which determine the price of 
agricultural produce inapplicable to manufaetiired pro- 
duce ? 

(b) How is rent increased by lowering the margin of 
cultivation ? 

(c) Do high prices produce high wages ? 

3, Explain what is meant by Credit, In what wian- 
ner,does Credit influence the prices ? Show that the 
establishment of credit in India is one of the greatest be- 
nefits which England has conferred on this country. 

4. Comment briefly on Adam Smith’s Four Canons 
of Taxation, Give the chief arguments- for . and against 
an Income-tax. 


1693 , 

1. From what aoitrOes does Indian Qovefmii6ht draw 
its revenue f Compare the taxation under British Go- 
vernment with that under the Moghal Empire. What 
items of the gross revenue are not of the nature of taxa- 
tion proper ? How does the foil of silver affect thfe fndi^h 
Budget 1 . 
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2. Define the following : — Political Economy, Wealth, 
Value, Margin of Cultivation, Bills of Exchange, Conver- 
tible and Inconvertible Paper Currency. 

3. What is the wealth produced by grinding corn at 
a water mill ? Show how the requisites of production 
combine this wealth. 

4. tShow by a carefully worked out example how it 
may be argued that “a demand for commodities does not 
increase the amount of labur and capital, hue determines 
the directions in which they will be employed.” 

5. State and explain Eicardo’s Theory of Rent, 

6. What are the causes which produce differences of 
wages in different employments ? 

Point out the action of these laws in the case of a 
grass-cutter, a clerk and a judge. 


1894 , 

1. What is the subject-matter of Economics Eor 
what reasons is it more amenable to scientific treatment 
than other social questions ? 

2, What is the Law of Demand ? 

Illustrate the pse, made . by Marshall, of diagrams to 
elucidate economics by a diagram of the Demand Schedule 
of a market for ice : suppose the market to be in Calcutta. 

What is meant by Elasticity of Demand f 

3., To what extent are we- scientifically justified in 
speaking of land as a Factor of Production t 

State the law of Diminishing Returns. 

4. ; What, are the. advantages of productidn on a large 
scale ? Wliat special advantages, on the other hand, has 
the small producer ? 
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o. How is the equilibrium brought about between 
Suppl}' and Demand ? Give an illustration of a tcinporaiy 
equilibrium. 

How is normal equilibrium established over a long 
series of years ? 

6. What value do Wages tend to equal under condi- 
tions of free competition ? How far does this apply to the 
profits of business undertakers ? 

7. Discuss the economic reasonableness -of the demand 
for a compulsoiy reduction in the hours of labour. 


1895. 

" 1. Distinguish between Wealth, Money, and Capita ] ; 
between the scver.al kinds of Capital; between Productive 
and Unproductive Consumption; and between Price, Value, 
in Exchange, and Value in Use, 

2. Show that Kent forms no part of the price of pro- 
duce, and explain what determines Rent when competition 
is free. 

3. Explain the Law of Diminishing Return and the 
Law of Increasing Return, and show the relations of the 
one to the other in production. 

4. Give an account of the causes which led to the 
localisation of industries in England. Discuss the advan- 
tages and disadvantanges of the'system. Carefully con- 
trast Joint Stock Companies and Co-operative Associations. 

5. Define Market and show the advantages and dis- 
advantages to the community of the extension of a market. 

6. Briefly discuss the means of raising the standard 
of comfort in a community, showing Avhat light Malthua’ 
Theory of Population throws on the subject ; and very 
briefly sketch the history of Workmen’s Unions in Europe, 
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1896. 

B. — Not more than five to he attempted. 

1. Distinguish ‘extensive’ from ‘intensive’ cultivation. 
Under what conditions is each kind of cultivation appro- 
priate ? 

2. What effects usually follow the introduction of 
Machinery into a trade ? Criticise the statement “ Machi- 
nery will displace manual labour, whenever it can do the 
work cheaper. ” 

3. Contrast the part played in Production by Nature 
and Man respectively, 

4. Point out the difference between Market Price and 
Normal Price, explaining upon what causes each depends, 
and carefully defining the terms used. 

5. Malthus observes that “An inferior mode of living 
may be a. cause as well ns an effect of poverty.” Examine ■ 
the effect of the cause here alluded to in lowering the 
normal wage in any trade. 

6. How does the adjustment of Demand and Supply 
relatively to Labour differ from its adjustment relatively 
to Commodities ? 

7. - Why 16 the “ fair ” or “ normal ” rate of profits so 
much higher in some trades than in others ? How is it 
affected by the number of times the capital engaged in 
the trade is turned over in a given period ? 

Describe the economic effect of the action of 
Trade’s Unions,'^ Can their claim to have raised the rate 
of wages in the trades in which they exist be substanti- 
ated ? 


1897. 

,1. fa) Discuss the. truth of the statement that “com- 
petition is the chief characteristic of the modern methods 
of business,” 
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(b) What classes of goods constitute a man’s wealth ? 
What other goods should be included in the National 
Wealth ? 

2. (a) State the Law of Demand for any commodity 
and also the Law of Derived Demand for any one of its 
productive factors. 

(b) Show by illusti'ative examples when the elasticity 
of demand is greater or small. 

3. Explain by means of a diagram the Law of Dimi- 
nishing Returns of the produce of land, 

(b) Ought the producer’s Surplus to be considered the 
Rent of the land ? 

4. Give a brief summary of the influence of Machi- 
nery, and of Production on a large, scale in modern in- 
dustries. 

(h) State the law of Increasing Returns. 

5. Show by means of diagrams, how the normal equi- 
librium price of a commodity is arrived at, when the com- 
modit}'’ obeys the laws of Diminishing Returns and In- 
creasing Returns respectivcl)% Also show that the equi- 
librium is stable. 

(b) If the Indian Government were to give up the 
whole of its land revenue, would the price of grain be 
cheapened thereby ? 

6. Enumerate the peculiarities which distinguish the 
human factor from the other factors of production, and 
briefly summarise their effects. 

7. (a) Point out the fallacies in the opinion that a 
general reduction of the hours of labour would raise 
wages by making labour scarce ; and • distinguish those 
cases in which the eight hours labour sy.stem might be" 
economically introduced. 

(6) Discuss the, merits of the claim of Trades Unions 
to make economic friction act on the side of the workman. 



( 


1898 . 

1. ''Tl'.c conccpi.ion of capital involves two fundamen- 
tal attributes: t.hat of ‘ productiveness ’ and that of ‘ pros- 
pcctivoness/ Explain this. Distinguisli Consumptive 
Capital from Auxiliaiy Capital. 

2. What are the elements of the Cost of Production, 
and of what sort of commodities does it regulate the 
value ? 

Point out the ambiguity of Mill’s use of the term 
Cost of Production. What terms does Marshall propose 
to substitute ? 

o What analogies con be drawn between industrial 
organization on the one side and the physical organiza- 
tion of the higher animals on the other ? 

4, Examine rhe relation between the price of agricul- 
tural pi'oduce and tlic rent of land. 

Show that the rent of a mine should be calculated 
on different principles from that of a farm. What do 
you understand by Quasi-Rent ? 

5. What is the National Dividend of England and 
hove is it made up ? To what extent is it increased by 
Foreign Trade and why is the increase now loss than it 
formerly was ” ? 

How has the cheapening of transport changed the 
character of English Imports ? 


1899 . 

B, — Not more than seven questions to he attempted). 
1. M^'liat is meant by tire phrase " Man produces and 
consumes only utilities” 

Explain the terms ‘ Productive labour ’ and ' Pro- 
ductive consumption.’ Give examples. 
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2. Explain the terms : — Wealth, Capital, Fixed Capi- 
tal and Circulating Capital, ^Yitll examples. 

3. State and explain the Law of Diminishing Utility. 
What is meant by Marginal Demand Price ? 

4 State and explain the Law of Diminishing Returns. 
Explain the phrase Margin of Cultivatiiui. 

5. Examine the advantages of the Division of Labour. 
Weigh against them its disadvantages (^if any). 

6. State and explain the Law of Constant Returns. 
Illustrate your answer bj' examples. 

7. Explain the truth of Ricardo’s doctrine that ‘ Rent 
does not enter into Cost of Production.’ 

8. Examine the statement that “Interest tends to 
equality.” 

9. Distinguish between Cost of Production and Cost 
of Re-production, and examine their respective influences 
on value. 

10. Briefly estimate the services of Adam Smith’s 
“ Wealth of Nation” to Economic Science. 

11. Explain the chief proposition of Malthus’ Essay. 

12 Explain what is meant by the terms Abstract and 
Deductive, and Inductive and Historical methods as 
applied to Political Economy. 


1900 . 

( N. B. — Candidates are to attempt eight questions only). 

1. “ Political Economy is the name of that . body . of 

"knowledge which relates to wealth.” What is 'Wealth ? 
'What mistaken ideas have formerly prevailed as to the 
nature of Wealth ? 



'/ lO } 

2. What is meant by the Territorial Division of 
Labour? How is it an argument for Free Trade? 
Criticise the argument against Free Trade, which is 
based upon the exhaustion of the soil in the process of 
Agriculture. 

S. “ Value depends wholly upon the relation between 
Demand and Suppljx” Explain this defining the terms 
used. . What is the relation of Labour to Value ? What 
do you understand by trie Final Utility of a Commodity ? 

4. How does Walker define Money ? Explain, and 
illustrate the statement that ” no machine economises 
labour like Money.” Distinguish Economic from Political 
Money, and mention the chief arguments against the 
lattei’. 

5. What is the Ricardian Theory of Rent ? State and 
criticise Carey’s attack upon it. How far is the theory, 
in question applicable to actual circumstances ? 

6. “ The state of Trade revolves apparently in an es- 
tablished cycle” What does this quotation mean arid 
what light does it throw upon the origin of Commercial 
Panics ? 

*1. Show that International Trade is governed by a 
^difference, not in the actual cost of the commodities traded 
; in, but in the comparative cost. Upon Avhat does the 
value of an imported article depend ? 

8. Explain the phrase “ Unearned Increment,” and 
enumerate the arguments for and against the forfeiture 
of this Increment to the State. 

9. State and criticise the Wage-fund Theory. 

10- _ What is meant b}’- the Abstract or English School 
of Political Economy ? Name the most important English 
, writers who have followed the methods of this school, and 
indicate the essential limitations under which it labours,; 
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1901 . 

(Not more than seven' questions to he attempted). 

1. The requisites of production are Land, Labour, and 
Capital, Upon u hat conditions does the productiveness 
of Labour depend ? 

2. What are the essentials of Value ? What regulates 
the value of agricultural produce and manufactured goods 
respectively ? 

3. Explain the functions of Slone}', Why are the 
precious metals chosen to fulfil them ? How is the territo- 
I’ial distribution of Money affected by the agency of Price? 

4. What is neoessarj’ for the establishment of Foreign 
. Trade and what classes of country benefit most by it ? 

What is the ‘ Equation of International Demand’ and how 
is it effected ? 

5. What is Walker’s Theor}^ of the relation of Wages 
to other shares of the Product of Industry ? Contrast this 
with the “ English ” Doctrine of Wages. 

- 6, On what grounds does Adam Smith argue against 
restrictions of " natural liberty” ? In what jespects has 
“ later knowledge and enquiry ” shown the advantage of 
a modification of this policy ? 

7, ‘‘ It is a striking example of the irony of fate that 
the writings of so strong an individualist (as Ricardo) 
should have supplied the twm fundamental doctrines on 
which the superstructure of modern socialism rests.” Ex- 
plain the allusion in this passage. 

. ' 8. Distinguish Market-Price from Mormal-Price, and 
state on what they both, depend. Show that “ Normal- 
Price is not a single price.” 

■ 9. In _ what -points have Cairnes - and Jevons supple- 
mented' -Mill’s Theory of Value ? 
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10. Contrast the economic conditions of the " pre- 
economic age ” with those of the “ great commerce. ” Why 
is London tlic financial centre of the world ? 


1902. 

{ Only SEVEN questions may he attemioted.) 

1. Compare the part played by Nature in Production 
with that played by man. 

2. “ The cost of transforming raw materials into 
manufactured articles tends to decrease relatively to the 
cost of procuring the raw materials themselves as civiliza- 
tion advances. What are the reasons for this ? 

What quaJificatiojJs of the docti'ine of Laissea-fair 
have been suggested b}^ the practical experience of “ res- 
trictions upon labour ” and “ restrictions upon trade ” ?. 

4. What does Walker mean by saying that “ the in- 
dustry of the world is not tending towards Democracy, but 
in the opposite direction ” ? 

5. (a) State Ricardo’s Theory of Rent, 

(6) Why is it that " the Rise of Rent may be a symp- 
tom, but is never the cause of Wealth ” ? 

6. “ Profits do not form a part of the price of the 
products of industry and do not cause any diminution of 
the wages of labour.” 

State and criticise Walker’s explanation why they do 
not, 

7. The changes in the purchasing power of gold 
affect different classes of the community in different ways 
and degrees.” What is the cause of the fluctuations in 
the value of money ? Why is it that different classes are 
differently affected by these fluctuations 

8. If a large increase be made in the currency of any 
country, show howv by International Exchange, this in- 
crease tends to spread itself equally, over all commerical 
nations, 
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9. State Adam Smith’s Cannons of Taiation and 
discuss their value as a Theorj' of Taxation. 

10, Describe what Bagehot calls " the pre-economic 
age ” and contrast it with the " great commerce.” 

1908 . 

(Not more than seven questions to he attempted.) 

1. What is meant b}’ the Law of Diminishing Return ? 
Illustrate j'our answer. 

2. Define Capital and consider whether Land and 
Intelligence are properly included in the term. 

3. Into what shares is the produce of work usually 
distributed ? Give an instance. How has the rise of 
Entrepreneurs affected this distribution ? 

4. State and discuss the Wages-fund Theory. 

5. Explain the terms ” Normal Value” and “ Market 
Value ” and show what causes commonly bring about di- 
vergencies between the two, 

6. What are the characteristics of the precious metals, 
which especially fib them to serve as Money ? On what 
grounds would you refuse the name of money to Cheques 
and Money-orders I 

7. What steps can the.Bank of England take to avert 
a commercial crisis ? What is its usual policy during a 
crisis, and how do those measures operate ? 

8. “ The Ricardian Theory of Rent is based on the 
hypothesis of competition.” Give an analysis of what is 
required in order that competition may be effective on 
the part of both landlords and tenants and point out some 
of the circumstances wljich tend to interfere with effective 
competition on either side at the present time' in India. 

9. Enumerate the chief conditions that bring about 
a rapid increase of population. How far, according to 
Malthus, is such increase an evil ? 

. 10. State and discuss Adam Smith’s arguments in 
favour of Free Trade, 
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1904 . 

First Paper, 

1. Explain wliafc is meant by Combination of Labouiv 
ami show how it is related to Division of Labour, . 

2. Distinguish between Fixed and Circulating Capi- 
tal. Illustrate the distinction in detail in the case of a 
Railway Company. 

3. State the law of Diminishing Return in a form, 
sufficiently full and guarded not to give an opening for 
the criticism to which it has been subjected by Carey and 
others. Show its bearing upon the growth of population. 

4. State the Law of Demand. What is meant by 
elasticity of Demand ? Instance two Indian commodities 
the demand for which is elastic in the case of one, and. 
inelastic in the case of the other, assigning the reasons 
for your opinion in each case. 

5. (a) What is meant by ‘ Equilibrium of Demand 
and Supply’? Explain how such equilibrium establishes 
itself (1) in the case of temporary equilibrium, and (2) in. 
the case of normal equilibrium. 

(h) Explain clearly the effect of -a large increase- 
in the demand for Indian mangoes for export to Europe,. 
explaining exactly the effect upon the price (1) in thn 
first 3 years, and (2) in 30 years. 

• 6. What circumstances give rise to the localisation 
of industries ? Mention the chief advantages and disad- 
vantages -resulting therefrom. 

' , 7. Define Credit, Show how it assists production. 
Explain how it acts on prices,, and describe the effects of 
an excessive .ex tension of Credit. 

'• 8. Discuss the statement “ Rent does not enter into 

Cost of Production.” In .what way does Marshall consL-. 
der it. necessary .to> interpret and restate the principle? 
Explain the’ application of the principle to .Quasi-Rent. 
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9. Explain how the EqnaLion of International De- 
mand is established, showing (1) how the values of 
imported and exported commodities are determined 
between hvo countries, and (2) between more than two 
countries. 

10. (a) What are Adam Smith’s four Cannons of 
Taxation ? 

(b) Explain why a tax on a commodity will pro- 
bably raise the price of that commodity by more than 
the amount of the tax. 

(c) On what grounds docs Jlill advocate the 
retention of indirect taxation ? Mention the practical 
rules avhich he suggests for reducing the inconveniences 
of taxes on commodities. 


Second Paper. 

1, (a) Distinguish between Economic Uniformities, 
Ideals, and Principles and define the three divisions of 
Political Economy based on these distinctions. 

, (h) “ Political Economy, regarded as a positive 

science may be said to be independent of Ethics.” Fully 
explain this. 

2. (a)_ Clearly show on what grounds the Science of 
Economics requires to be treated in separation from 
general Sociology. 

(b) Show, on the other hand, that t.here are 
certain -Economic Problems which do not admit of a 
satisfactory solution on the mere hypothesis of the 
■“economic man.” 

■3. (a) Point out the use. of discussions concerning 
definitions in Political Economy. 

, (Z») State the • conditions to be satisfied in framing 
'Econornic' Definitions, and give the grounds for criticising 
“and rejecting any particular definition. 
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4. State the main forms of the ‘ inductive method’ 
in Economics and illustrate the procedure in each form 
by an example. On what grounds does Cairnes declare 
the Inductive Method to be inadequate in the department 
of the Exchange and Distribution of Wealth ? 

5. Keynes says that History may serve either to illus- 
trate or to criticise or to establish Economic Theories. 
Explain and illustrate these several functions of History. 

6. (a) In what sense must we admit the “ relativity 
of Economic Doctrines”? Discuss this question with spe- 
cial reference to modern England and India. 

(&) Can the view of the relativity of Economic Doc- 
trines be reconciled with the universality claimed for the 
fundamental principles of Economic Theory ? 

7. Sketch the progress of the manufacturing industry 
in England under the following heads : — (a) Craft guilds, 
(6) the Domestic system, and (e) the Factory system. Point 
out the causes of the successive changes of the systems, 

8. Describe the mercantile sj^stem of commerce with 
reference to (1) its object, and (2) its method of securing 
that object. Distinguish between the “ Bullionists,” and 
the “ Mercantilists.” 


1905 . 

First Paper. 

1. What are the factors of production ? Discuss the 
causes which govern the increase of Capital. 

2. What is the Law of Diminishing Returns ? Dis- 
cuss the following statement : — An increase of popula- 
tion is necessarily followed by a reduction in the wealth 
per head of the people.” 

3. What are the advantages of production on a large 
scale ? Give examples to show the class of industries in 
which these advantages are most mai’ked. Discuss the 
advantages of (1)' production on a large scale, and (2) pro- 
duction on a small scale, in the case of agriculture. 
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4. State the Law of Demand ; what is meant by a 
Demand Schedule ? Give a hj-pothetical Demand Sche- 
dule for a city of 10,000 inhabitants in India in the month 
of June. 

5. Explain and illustrate the term Joint Demand. 
State the Law of Derived Demand and illustrate your 
answer by the case of an industrial product of India. 

6. What-are the advantages claimed for the Metayar 
system of laud tenure ? 

Discuss the consequences which follow from allowing 
the agricultural rents of small tenants to be determined 
by unrestricted competition. 

7. (a) Upon what docs the value of money depend? 
Give some reasons for the fall in the value of the rupee in 
the last 100 years. 

(b) By what means can the value of a paper currency 
be maintained at par ? 

8. Discuss the manner in which rents are affected by 
a tax upon agricultural produce. 

Second Paper. 

(iV. B. — Three questions to he attempted from each group.) 

A. 

1. State the disadvantages under which India labours 
through her dependence upon agriculture; and- show how 
her economic position could be improved through a 
greater diversity of industry. 

, 2. Marshall says, "Nearly all labour is in some sebse 
productive.” On what ■ grounds then are certain kinds’ - 
of work generally called "unproductive.” How would you 
class the work of dorhestic’ servants? Illustsate by 
reference to the household of a wealthy Indian gentleman. 

■ 3. What Conditions' lead' to territorial division of 
industry ?• • . ■ 
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4. Under what circumstances is a Joint Stock Com- 
pany more beneficial to the community than a private 
undertaking? What limits, apart from those impos- 
able by a legislature, are there to the growth of a Joint 
Stock Company ? 

5. Discuss the conditions on w'hich the extent, of the 
market for a commodity depends. How far does Nor- 
thern India satisfy the conditions of a good market 
for (a) wheat, (6) bricks ? 

6. State the various theoritical conditions for deter- 
mining “house-rent.” 

B. 

7. Indicate the causes to which the rise, and later on 
the decay, of the Domestic System of Industry were due. 

8. Briefl}^ sketch the growth of the British Colonies, 
stating in what w'ay trade betw^een them and England 
was regulated ini their earlj’- days. 

9. What are the objects of Trades Unions ? Criticise 
very briefly the methods the Unions have employed in 
attaining theii' objects. 

10. To what causes do you ascribe the poverty and 
misery of the English working classes from 1760 — 1849 ? 

11. Sketch the growth of Economic Science in Eng- 
land. 

a 

12. What distinction is there between an Economic 
Law and an Economic Precept t 

Demonstrate the importance of this difference in 
economic discussions. 

13. Ho\v far is abstract hypothesis useful in Economics ? 
Illustrate your answer by an example. 

14. Discuss and illustrate the limitations of the 
em'pirioal method in Economics. 

15. What value have Statistics,, for tlie Economist ? 
Give the precautions needed in their compilations. 
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16, Show the importance of Economic History to the 
Economist, pointing out also the dangers of excessive 
dependence upon History. 


1906. 

First Paper. 

(E. B . — Not more than eight questions should he 
attempted on the whole and not less than three out of 
each section.) 

A. 

1. — (a) Explain the term Seigniorage, and show how 
the Indian Government derives a profit (1) from the 
coinage of Rupees, and (2) from the issue of currency 
notes. Are these notes inconvertible paper money ? 

(6) In what circumstances does the debasement of 
the coinage cause depreciation of the value of money ? 

2. Explain the causes determining the rate of Interest. 
Account for' the existence of different rates of Interest in 
the same market. 

3. Briefly state Walker’s theories of (1) Profits, and 
(2) Wages. How' does be propose to help the labourer 
to obtain his theoretical share of the product of Industry? 

4. Write a short account of the Co-operative move- 
ments in the middle of the 19th century. Explain the 
chief advantages and also the difficulties of Co-operation, 
In what department has Co-operation been most success- 
ful ? 

5. Explain what is meant by Par of Exchange, 
When will Bills of Exchange on a country A be below par 
in a country B, land what will bc the limit of discount ? 

6. Distinguish between Direct and Indirect Taxation, 
and state the chief objections against each. 

B. 

7. Give an account of the Manorial system in Eng- 
land, 
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8. Explain the commercial and industrial polic}^ of 
Edward III, contrasting it with the policies of his prede- 
cessors and successors. 

9. What were the main features of the economic 
policy of the Elizabethan age ? How did it affect Ensrlish 
relations with India ? 

10. Give an account of the main causes that led to 
the rise of the factory system of manufactures. Describe 
the change in the localisation of Industry in England 
that accompanied the rise of the system. 

11. Bx’icfly characterise the contributions made to 
English economic theory by (1) Malthus and (2) Ricardo, 


Second Paper, 

(Four gi^estions to he answered from A-, and four 
from B.) 

A. 

1. Write short notes on Prime Cost ; IfVages of 
Management ; Marginal and Trade Risks. 

2. Show how an increase of population is not neces- 
sarily accompanied b}^ increased pressure on the mea,ns of 
subsistence. Using your answer as a basis sketch the 
generojl outline of an economic policy for India. 

3. Show briefly in what ways actual rent ma}’^ differ 
from economic rent. 

‘ 4. Explain exactly what you understand by the “nor- 

mal price of a commodity.” 

- 5. Show the importance of the principle of substitu- 

tion. Illustrate your- answer by Indian examples, . 

6. Contrast the conditions gbvei’ning the supply of 
labour with those governing the supply of any other 
commodity. 

b: 

■ i, - “Political Economy- abstract and deductive/. 
Explain and criticise, 
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2. Show the advantages of matheirifibical methods in 
Political Economy. 

3. What are the tests for the validity of economic 
definitions ? Show also the relativity of economic defini- 
tions. 

4. How far can we claim universality for abstract 
economics ? 

6. Briefly point out the weakness of pure induction 
in Political Economy. 

6. " A reproach is frequently levelled against statistics 

...... that ' figures will prove anything.' ” 

“ Figures themselves never lie.” 

Reconcile these two statements. 


1907. 

Fiest Paper, 

(W. B . — EigEt questions only to be attempted. Qaes^ 
Hons I., IV, and XI are compulsory.) 

1. •. Explain carefully " High prices mean high rents, 
and high rents mean high (intensive) fanning," 

2. Give the substance of the conclusions reached by 

Mai thus in his ‘Essay on, thb Principles of Population.’ 
To what extent are these conclusions applicable to modern 
India ? - 

3. Point out the various obstacles, to the mobility of 
labour in India. By Avhat means may these be lessened ? 

4. Analyse carefully the conception of "profits,” 
Explain the term “ No-Profits Employer,” 

5. Define and illustrate your definitions : — total 
utility; marginal utility; elastic demand, and supple- 
mentarv .costs. 
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6. What is meant by “ co-operation ” ? Describe 
its various forms. Point out in what ways the principle 
might be applied to India ? 

7. Point out the advantages possessed by large 
firms. Why is the progress of such firms much slower in 
some industries than in others ? 

8. Show the connection between “ Standard of Liv- 
ing” and “ Efficiency of Labour." Explain " Low wages 
do not necessarily mean cheap labour.” 

9. Show the importance considering consumer's sur- 
plus with regard to State or IMunicipal undertakings. 
Why are State undertakings at once so necessary and 
so useful in India ? 

10. Trace the efforts probable in the case of an in- 
crease of demand for one of several joint products. 

11. “ When the causes that determine short period 
fluctuations of production are under discussion, the net 
income derived from the investment of capital may be 
classed with rent proper.” Explain and illustrate. 


Second Paper, 1907., 

(Candidates' shouid take up eight questions only ; two 
from Section A and three each from Sections B 
and G). 

1. Define Price. Shew that the value of money, 
like the value of any thing else, is purely a question of 
Demand and Supply. ^ 

f 

2. Define ' Inconvertible Paper Money.' " It is at a 
grave political crisis that a nation generally adopts Incon- 
vertible Paper Money.” Why is this ? Give examples-, 
from history to show the objections to such a currency. 

3. Carefully explain whereon depends the normal 
value, in a certain country of commodities imported from, 
other countries, 
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B 

4, Carefully explain and illustrate by examples, the em- 
ployment, in economic reasoning, of the Metliod of Differ- 
ence. Point out the special risks inherent in this method 
of fallacious reasoning. 

5. Cliffe Leslie criticises the conception of a general 
desire for wealth as a “barren abstraction.” Carefully 
explain what is meant by “Abstraction” and why the abs- 
traction in question is called harren. Ponit out, against 
Cliffe Leslie, the valid uses of this abstraction within cer- 
tain limits. 

6. Discuss the question whether there can be any 
principles ofabstract economics for which universal validity 
can be claimed. Criticise the view, held by Bagehot, that 
economic doctrine is practically nothing more than the 
theory of modern commeice. 

7. Examine the condition of the relativity of statistics. 
Give concrete examples illustrating the several conditions. 

8. Give an account of the rise of towns in England. 
In what ways, was the development of towns influenced by 
the Merchant Guilds, and the Craft Guild ? 

9.. “Social discontent was . prevalent at Elizabeth’s 
accession, and it is to her credit as a Sovereign that at 
her death danger from that source had passed away.” 
Stat the chief measures and enactment by which the im- 
provement here referred to was brought about. 

10. State the main agencies which co-operated towards 
the rise of Factory System. Mention the provisions of the 
most important Factory Acts. 

11. — (a) Analyse the circumstances which led to the 
rise in , rent and fall in wages in the course of the 
l7th century. 

(6) Account for the depression in English agricul- 
ture which set in during the last third of the 19th century. 
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VI VII, 


1908 . 

First Paper. 

aitevijHed. I>05 
are compulsory). ^ ^‘'■■l^os. 

to modern English land problems ^as^fo'rr^'^” 
systems.-’ Ex-plain what is mean bv 'pl. 
and show how it is ncedfni f? o7i Rl^^^’dian analysis.” 
to the cases sjiecified Point oi/t^Ti^' “caution” 

fur the uroduri, English eystl 

tion rflndrslT/Os due "nS^oTThe 

econondes generally secured by such 

3. Discuss the influence exerhed • i. V 

of machines on the efflciencvr nf ^atroductioii 

the quality of human '^^ell as 

special reference to Indian Factory^Labrnm 

modern productioif to^Sh tlTe rise of the 
niase is duo? What qualities got mSe 

Mo, fey cttTf Plf t' 

Factors of Production. ExEn and df.J; ? ’ ‘1?'’ 
operation of the Law of Substitution. . 

6. "Normal Supply price in eveiw mcjo io '•' 

nal cost of production but the causes \vlvch 
the margin, vary Avith the length of- the ne Wl 

consideration.” - Fully analyse the statement ^ 

-n- 5’ reward of waiting.” Exnlain 

Distinpnsh between Net- and • Gross , interest and J i 
why the , former and not the latter tenrJo d- 
Discuss the economic effects of Usury Laws. ■ ° ' 

opmpetiStf X tbot?„gXis‘ t ihtf 

class ."in, perfect," Discuss ^hr^Te^tion ydfl 

feience to Indian conditions of Labour. ®Pecial re- 



(• 25 ) 


9. State aud illustrate the chief peculiarities which 
characterise the action of demand and supply with regard,' 
to labour. 

10. “ All this tends to show that a general reduction - 
of the hours of labour is likely Co cause a little net mate- 
rial loss and much moral good, that it is not adapted for 
treatment by a rigid system ; and that the condition of 
each class of trade must he studied separately.” Examine, 
above conditions in detail. 


Second Paper. 

(Only two questions to he atienx'pied from each section.) 

A. 

1. Point out the objections to the use of jnetallic 
money as a standard of deferred payments. Describe, 
some alternative standards Avhich have been used or pro-: 
posed. 

2. What do we mean, by “ paper money Point ou.b; 
its advantages and the limitations to its employment. 
What are the necessary safeguards to its use ? Illustrate 
your answer with reference to the Indian system. 

3. Explain the chief functions of banking. Criticise" 

the following statement: — “ Banks do not create credit ; 
they only give a larger sphere of action to that which al-- 
ready exists.” ■ 

4-. How far are customs -statistics indicative of a 
nation’s prosperity,? Explain the following : — An exclu- 
sively* maritime country could discharge its obligations to 
other countries which supply it with necessaries, simply 
by becoming their carrier without exporting any produce 
or manufactures to them in return.” 

B. . 

5.' (a) How far was English industry in the middle 
ages indebted to the immigration of foreign artisans .? ■ 

■(5) What effect was produced on Internatioiial Br^di 
by the discoveries of the 15th century i 
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6. Describe the various kinds of guilds in Medoeval 
England. How far was the national life influenced by 
them ? Account for the survival of the London guilds 
after 1547. 

7. Write short notes on : — The Domesday Survey, 
the Black Death, the Dissolution of the Monasteries, the 
Act of Settlement ; The Agricultural Bevolutioh ; the 
Factory Acts. 

8. (a) Account for the decline of the class of small 
agricultural tenants and proprietors in England. 

(b) What do you know of the old colonial system ? 

C. 

9. Comment on the following statement : — 

(а) The laws of economics are statements in the in- 
dicative mood of relations between causes and effects,' and; 
not precepts in the imperative mood. 

(б) Physical laws are more universally true and less ^ 
changeable than economic laws. 

(c) Political Economy pre-supposea physical sciences., 

10. Point out the merits and demerits of inductive, 
re^oning in Political Economy. 

11. What are the main objections to identifying, 

political Economy with Economic History in its broadest ' 
outlines? " ’ - 

1909 . 

First Paper. 

(Only two questions to he taken from each section). 

\ ' A, 

1. What is meant by 'Kent’ ? How is rent influ- 
enced by (a) agricultural . improvements, and (b) the in- 
crease of population ?, 

2, “ As there is no absolute. . standard of fertility so 
there is none of good cultivation.” Explain and illustrate 
by ladiaa examples, . 
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S. What is ‘ Quasi-Rent ? ’ Illustrate your answer. 

B. 

4. Criticise the theory of the ‘ No-Profits Employer, 
Analyse ‘ Gross Profits,’ 

5. What are the essential qualities and the advan- 
tages of. a Limited Liability Company ? Give some rea- 
sons for the great increase in the numbers of such com- 
panies in recent years. 

6. Explain ‘ Localization of Industries.’ What causes 
led thereto, and what are its advantages ? 

7. What are the chief essential conditions without 
which saving is not likely to take place ? 

What' are some of the motives that lead men to save? 
In what circumstances does thrift cease to benefit the 
thrifty ? 

C. 

8. Distinguish carefully between 'necessaries for 
existence ’ and ‘ necessaries for efficiency.’ Point out the 
.importance of the distinction. Show how standards differ 
■ in different countries. 

> 9’. State the Law of Demand. Explain with Indian 
examples ‘ Elasticity of Demand.’ Show the influence 
of marginal utility on individual demand. 

] 0. Define ‘ market.’ What commodities have a 
good market ? Illustrate your answer from India. 

11. What is a ‘monopoly’? Explain ‘Monopoly, 
Net Revenue,’ How is a monopolist affected by (a) a 
fixed license fee, (bj a tax on his total products ? 

Second Paper. 

(Three questions to he attempted from A and G 
and two from B). 

A. ' 

. - 1. Some theorists maintain . that a separation ; of , the 
positive from' the ethical aid practical study of economic 
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pKcnomcnft, ATliile logicall}’’ possible, is undesirable. What 
reasons can bo advanced in favour of and what objections 
urged against this view ? 

2. Cairnes emphasises the ‘utter inadequacy’ of the 
inductive method witli regard to the great central pro- 
blems of the exchange and distribution of wealth. To 
what reasons may such inadequacy be due, and what 
would appear the right method to be applied to those 
problems? 

o. Illustralo by the anal3-sis of some concrete instance 

gain wlrich tiie economic theorist ma}’- derive from 
the stud}" of economic bistoiy. Indicate the -weaknesses 
•of the proposition that Political Economy is a purely histo- 
rical science. 

4. Discuss the extent to -which mathematical methods 
are applicable to economic - problems, and illustrate by 
examples the usefulness of such methods. 

B. 

5 . Explain the origin of the institution of Villeinage. 

Trace the steps b}' which the ‘Villeins’ became gradually 
emancipated. Specially point out the effects|of the Great 
•Plague on wages, prices of provisions, and the positions of 
lando-^vners. - 

6. Arnold Toynbee said that he ‘trembled to think 
what his counrty would have been but for the Factory 
Acts.’ Briefly describe the condition of things which 
those Acts were meant to .remedy. Mention the chief 
Acts and indicate their results. How would you account 
for the fact that economical theorists of the time combined 
with the manufacturers in. opposing factory legislation? 

-ii^.- .Shetch the expansion of the foreign trade of England 
in the course of the sixteenth century. 

8. Point out the chief causes to which the depression 
in modern English Agriculture is due. .What measures 
■would appoar likely to bring about an agricultural re- 
'-vi-val ' 
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C. 

9. Mr, Morison holds that it is 'the difference in the 
distribution of economical functions ’ which essentially 
distinguishes Indian from western economics. Explain 
this view injletail. 

10 “ The Indian system of land tenure is something 
intermediate between complete nationalisation of land 
and absolute private property in land. Justify this 
characterisation. 

11. Give an account of ‘agricultural indebtedness in’ 
India. Des.cribe and discuss the value -of the principal 
schemes which have been proposed with a view to reliev- 
ing the present state of things. 

12. Qlearly explain the distinction of ' harvest prices ’ 
and ' bazar prices.’ Mr. Morison is inclined to infer from 
the present relations of these two kinds of prices that the 
position df'culfcivato'r as against the grain dealer is improv- 
ing. Eully state and examine Mr. Morison’s argumentar 
tion. 

1910 . 

First Paper. 

(IIT. 5 . — Candidates should talce wp Questions 1 , 2, S, 9 
and three of the remaining questions). 

1. “ The application of increased capital and labour to 
land will add a less than proportionate amount to the 
produce raised, unless there be meanwhile an increase in 
the' skill of the individual cultivator.” Clearly state the 
grounds upon which this general principle is established 
and point out-the , main circumstances by which its action 
is checked in special cases. • 

2, Define interest. Distinguish between net and gross 
interest. What is the reason that, while the rates of net 
interest on different uses of capital tend to an equality, the 
corresponding rates of gross interest do not tend to become 
equal. Account for the high rates of interest prevailing 
in India. 
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3. Distinguish between nominal and real wages. Detail 
the main points for which an allowance has to be made in 
determining real wages. 

‘The miges of every class of labour tend to be equal to 
the net produce due to the additional labour of the 
marginal labourer of that^jlass.’ Explain. 

On what grounds does Mr. Morison make the following 
statement: — “The rate of wages, which is the paramount 
question to the vast majority of the people of civilised 
lands, is a matter of very slight concern to the working 
class of India. 

4. What differences are there, in point of facilities, 
for a far-reaching division of labour, between advanced 
communities and such are comparatively backward ? Illus- 
trate with special reference to the conditions of India. 

5. Fully explain and illustrate the principle that in, 
the determination of Value thO influence of utility 
preponderates during short periods, but that of Cost of 
Production in the long run. 

6. Explain the Law of Substitution and illustrate its 
operation by concrete examples taken from the spheres of 
(a) material of productionj {b} methods of production, ^ (o) 
employment of labour. 

7. What is understood hy derived demand, and what 
by joint demand ? State the Law of Derived Demand. 
Indicate the general conditions under which a check to the 
supply of a thingi for which there is derived demand, may 
cause a very great rise in its price. 

8. Discuss the question of the' presumable, effects, 
strictly economic and otherwise of a general reduction of 
'the hours of labour. 

9. By what facts does Mr. Morisbh endeavour to 
establish the conclusion that Competition is a force of no 
less importance in Indian than in European industry.? 
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Second Paper. 

(Four qiiestions only in each section to he attempted). 

A. 


1. Summarise the views of the extreme 'German’ and 
‘English’ Schools of economists as to the nature and scope 
of Economics. Give what you think to be the correct con- 
clusion in this controversy, with reasons for your statement. 

2. How far is it correct to say “Political Economy is 
mathematical ? What advantages may be derived from 
the use of Mathematical methods ? 

3. State some of the causes of the difficulty in obtain- 
Ahg reliable statistics. Give the tests of the reliability of 
statistics. Illustrate your answer with Indian examples. 

4. Point; out tbjB. value ofi definition in Political 
Economy. 

5. Explain what is meant by ‘the Relative Economic 
Doctrines,’ illustrating your answer with reference to the 
economic conditions of -England and India< 

B; 

6. What are. the requirements of~ a good 'metallic 

currency ?r tJse the Indian, currency to illustrate your 
answer. , 

7. What is paper currency? What .are the advantages 
and the dangers of such a currency ? Give a short account 
of the India.n. paper currency. 

8. Give an ex.araple to show how payments are made 
between two countries (say India and Jap.an). 

9. What.are the. functions of a. bank?. Mention some 
of the ways in which a bank, makes .profit.,. 

10; Write short notes on— discount ; three- months’ 
bills parity- of-exchange. 
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1911 . 

. First Paper. 

[Only SIX questions are to be attempted, oj which four 
must he from the first and two from second section.l. 

A. 

1. ‘ Man can only produce and consume utilities/ Ex- 
plain and illustrate this statement. What light does it 
throw on the question as to how far domestic servants' and 
shopkeepers can be regarded ns producers of wealth ? 

' 2. ‘ In the earliest stage of man’s development man’s 

wants give rise to his activities : later the development 
of new activities gives rise to new wants.’ Distinguish 
carefully between the two kinds of wants mentioned here. 
Illustrate your answer. 

3. Explain carefully what is meant by an increase of 
demand. How far is it true to say that an increase in 
the demand for services or commodities will result in a 
rise in the price that has to be paid for thorn ? 

4. What is the characteristic of land that dis- 
tinguishes it from other agents of.production ? .Briefly 
explain the theory of rent and its corollary ‘ Ren* does nob 
enter into Cost of ProductioiJi’ 

, 5. What effects, immediate and ultimate on {a) 

wages of labour, (h) prices of commodities, are likely to. 
follow the substitution of machinery for manual labour in 
manufacture 1 Do you regard it as probable that this 
change will take place soon in India ? Give reasons for 
your answer. 

6. Fully explain and illustrate Adam Smith’s state- 
ment that • it is the normal value of a commodity which 
economic forces tend to bring about in the long run.’ 

7. ‘ The national dividend is distributed among the 
various agents of production in accordance with the quan- 
tity of each several agent, and the services which it ren-' 
ders.’ Illustrate this statement by showing what it is that 
deter mines the share of the national dividend that goes^ 
to labour in general and capital in' general. 
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15. 

• 8 . Ex})laiii wliut is meant bj' the differonco between 
a double and a siiij^le .standard. (Illu.sLraLe your answer). 
What a<lvaiitagcs arc claimed for tlie doub'e standard ? 

9. An Indian student has to [ 103 ' for a consignment 
of bicycles tliat he has orderra] from a firm in London. 
What will be the be.sL procedure for him to adopt in 
making this payment ? What will determine the amount 
that he has to pay ? 

30. What is meant by paper money ? What are the 
advantages and dangers of such mone}' ? Illustrate your 
answer by 'a brief reference to the Indian sj-stem. 


Second Paper. 

\Not more than three questions to he attempted in each 
Section. Full antnoers are expected.} 

A. 

1. Point out the dangers in the exclusive employment 
of one method in treating economic problems. Give an 
illustration.. 

2. What arguments can he adduced in favour of con- 
sidering economics as an abstract and positive science ? 

3. The census of India is taken in 1911. Mention 
some of the difficulties in obtaining reliability in the re- 
turns. How might these difficulties be overcome ?’ 

4. Point out the difficulties which beset any attempts 
to sole concrete economic problems by' means of a com- 
parison between the economic, social, and legislative sys- 
tems of two different commumtie.s, 

B - 

5. Explain ‘ Co-operative, Credit.’ What are the ele- 
mentary principles on which co-operative credit’ societies 
must be founded ? . What advantages does co-operative 
credit offer (a) takavi, (b) mahajans’. and banias’ loans ? 
Illustrate your answer, 
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6. In what parts of the Indian Empire are grown 
wheat ; cotton ; rice ? Write short notes on the import- 
ance of these crops in international trade. Point out 
with reasons the fallacy of assuming that high prices for 
these products involve a universal burden on the inhabit- 
ants of India. 

7. How do famines arise ? Enumerate the chief (a) 
preventive, (6) remedial, measures now adopted to meet 
these calamities. 

8. Assume that a railway has just been constructed 
through a previously unopened district. What economic 
effects may be expected in the near future? 


1912 . 

First Paper. 

[Six questions only to he aitenipted}. 

1. Explain cl earl}^ the following: — Prime costs ; sup- 
plementary costs ; wholesale prices; gross profits ; margin 
of efficiency. 

• 2. How do you explain the differences which arise be- 
tween the capitalist and the labourer ? Why do not 
similar differences arise- between producers and merchants ? 

3. Give a short explanation of co-operation. Illus- 
trate the various ways iii which the principle has been 
and can be applied. 

4, Define Rent and Interest and point out the differ- 
ences betn^en the laws which govern these portiods of the 
produce of industr3^ 

6. Justify speculation. Distinguish between legiti- 
mate and illegitimate speculation. 

6. What is a monopoly ? ' How. is a monopolist 
affected by a tax on' the total amount of his product ? Is 
it desirable, that ia.£ommuriity should; control.any mono- 
poly existing in it, if so, why ? 
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7. State and explain the fundamental principles of 
Taxation. 

,8. ‘ A great feature of modern commerce is the 

economy in the use of metallic money.’ Explain this. 
Show how this economy is possible, and point out the- 
dangers of such a system. 

9. Explain by a simple illustration the method of 
payment in International Thade. Show how credit affects 
this method. 


Second Papek. 

[Candidates should attempt only three questions in 
section A and four questions in section i3], 

A. 

4 

1. ■' Economics must be constantly regarded as form- 
ing only one department of the larger science of socio- 
lo'gy.’— Ingram, 

Explain this assertion and state' to- what extent you 
consider it to be justified,, giving your reasons. 

2. Describe and illustrate by actual examples the 
different ways in which economic history and economic' 
theory may assist and control one another, 

8. ‘ That able but wong-headed man, David Ricardoi 
shunted the car of ecorionric science on to a wrong line, » 
jihe however on which it is further urged towards con- 
fusion by his equally' able and wrong-headed admirer, 
John Stuart Mill’ — Jevons. 

Give a brief account of the- economic doctrines of 
Ricardo and discuss the criticism quoted above. 

41 -Trace' the -influence of the teachings of Adam 
Smith on economic policy in England, 

B. 

5. What capital does the Indian agriculturist require 
for the successful prosecution of his ihdvistfy, and wliat 
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nssistaiico docs the Government grant him towards pro- 
curing it ? 

6. Describe tlie canal s 3 *stems {a) of the Punjab and 
of Sind or (b) of the United Provinces and of Madras, 
distinguishing between the vai-ious works in I’espect of 
the method of suiipl}' and the profits gained or other 
advantages secured by them. 

7. Give a brief account of the mineral wealth of India 
in coal, iron and manganese. To what extent is the 
criticism that India i.s squandering her resources justified 
in the case of an}' of these minerals ? 

8. How are occupancy rights acquired b}' tenants 
cither ( a) in the province of Agra or b) in the Central 
Provinces? Describe the main privileges of occupancy 
tenants and discuss the economic effects of the existence 
of this from of tenure. 

9. What are the homo charges of the Government of 
India ? Describe the working of the s 3 ’stem by whicH 
these charges are met. . 

1913 . 

First Paper 

[Six questions only to be attcinptedl. 

1. What functions docs land perform in the Produc- 
tion of Wealth? What does the term ‘ land ’ include ? 
Can you suggest a more suitable term ? 

2. Discuss fully the question as to the effect that the 
rate of interest is likely to have upon saving. 

3. Distinguish between a direct tax and an indirect 
tax giving examples of each. Under what circumstances 
would an export, dub}' on a given commodib}' be desirable 

4. State the theory of Rent. Examine carefully the 
effect which the export of agricultural produce, is. likely to 
have upon rent in the exporting country. 

5. What is a bill of exchange? How does it differ 
from a cheque, ? What factors determine, the variation 
in the prices of bills of exchange at a given centre ? 
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6. Compare the aclvantiwos an 1 ilisadvantai'es of 
farming on a large scale and small scale. Shnw how co- 
operation enables the small fannei* to avoid many of the 
disadvantages of farming on a small scale. 

7, On what- does the efficiency of labour chiefly de- 
pend ? 

S. Show clearl}' ho^Y the m irginal efficiency of labour 
in any trade tends to determine the wages in that trade. 
Illustrate your answer by examples taken from India, 

9. Why is it necessary tha*- a country should possess 
a sound system of land tenure ? W lat tests would you ap- 
ply in deciding whether or not a particular system is satis- 
factory ? What tests would yo-i a-oply in deciding whe- 
ther or nob a particular system is satisfictorj ? Using 
the conclusions jmii arrive at criticise the Matayer sj-stem. 


Second P.4.per. 

[Three giiestions only from e^icli section to be attempted'] 

■ A. 

1. ‘ India cannot be entirely protected from famine 
by means of irrigation works.’ E.xamihe this statement, 
and briefly discuss the merits of famine-preventives other 
than irrigation. 

2. In what way is the' farmer’s power of mortgage or 
alienation an evil ? How far is this power restrained in 
the United Provinces ? 

3. Mention and comment upon some of the salient 
features in the present position in India with regard to 
labour. "■ 

4. State briefly some of the more important economic 
effects that have followed from the introduction of railways, 
into India.- Mention some of the, difficulties, that have 
attended their introduction. Do you regard further ex-, 
tension of the railway system ,as desirable, and if so, why ? 

5. How far is it true that India’s industrial future 
depends more on capital than on technical training? 
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B. 

6. Dishiiionish between the historical .and the abstract 

methods of economic investigation. What arc their 
relative vaincs? 

7. ‘In those absLr.ict reasonings which constitute the 
most prominent part of economic theor}^ the principles 
by which the economist is guided in his choice of premises 
are generality and simplicity. Explain and illustrate this 
statement. 

8. — (a) ‘The taking of averages is frequently compli- 
cated by the fact that an equal significance ought not to 
be attached to all the figures.’ 

t‘3 ^ ^ 

(h) ‘There are some cases in which to take an 
average at .all may be misleading.’ 

E.xp]ain these statements, with illustrations. 

9. Write a note on the difficulty of making experi.- 
ments in the economic world. 

10. What were the three propositions of Malthus ? 
Discuss them in relation to India, 


1914 . 

First Paper. 

[Three questions from each section to he dttemioted.'] 

A. 

1 . — (a) ‘Capital possesses both prospectivity and pro- 
ductivity.’ 

(h) ‘Capital may last for a long or for a short time.’ 
Explain these statements. 

2. How does the standard of living affect the efficiency 
of the labourer ? 

3. Explain fully the terms — ‘long period supply price 
‘market price’ ; ‘profits,’ 

4. ‘High prices mean high {i. e., intensive) farniing 
and high farming means high rents.’ Show the truth of 
this statement. 
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5. ‘Production under modern conditions tends to fall 
under the control of fewer and fewer p(;rsons.’ Wliat are 
the reasons for this tendency? 

6. What are the advantages claimed for co-operation? 
Mention its most successful forms. 

B. 

7. Define 'monopoly/ and illustrate the various ways 
in which a monopoly can arise. 

8. What are the elementary principles of Taxation ? 
Distinguish between. Progressive and Proportional Taxa- 
tion. 

9. What is a ‘Banker’s Reserve’ .? On what principles 
ought it to be based ? 

10. What peculiar advantages and dangers does a 
^Paper Currency possess ? 

11. Illustrate the procedure ccjmmonly followed in 
settling international indebtedness! 

12. , Write ■ short -notes on the following terms: — 
‘Legah_ tender’ ; ‘parity of exchange’; 'taken currency’; 
‘financial crisis.’ 


Second Paper, 

[Three questions from each section to he attemptedl, 

A. 

1. What are CouncU Bills ? Ex«imine the mechanism 
of the system by which payments are made between 
England and India. 

2. Give a brief description of the development of the 
Indian Railway system and indicate some of the expedi- 
ents adopted by Government to secure the investment of 
capital in the Railway system of thisj country. 

3. In India land yields on an fiverage about twelve 
bushels of - wheat per acre. In E:,gland the average is 
about thirty bushels. How would you account' for the 
difference ? 
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4 ExaniiiK' t.ho effects of the construction of ii’rijfa- 
tion canals ill Tu'li.i on (a) the Revenue of the Stole, 
(/j) the income of the cultivator, (c) the wages of the day 
lahoiirer, (d) the receipts of the railwa 3 'S, 

>5. Discuss the advantages of the Co-operative Credit 
niovetncnf. Illustrate j^ur remarks fiotn the histoiy of 
any society you are acquainted with. How do you account 
for the- striking.success of the movement in some districts 
and its failure in others ? 

B. 

6. How far are economic laws permanent and eternal ? 
Discuss the apjjlicability of what are called the classical 
economic doctrines to India. 

7. Why can there be no problem of distribution under 
primitive economic conditions ? Examine the nature of 
the relation between production and distribution in the 
modern industjial world. 

8. Indicate briefl}' the position of Cliffe Leslie in the 
development of economic method and themy. 

9. In what sense is political economy a hypothetical 
science? Illustrate your answer by referring to the con- 
ception of a perfect market. 

10. Estimate the services of mathematics to political 
economy. Supplement your remarks by references to atiy 
economist you know wlio m.-ikes use of mathematics. 

1915 . 

Frist P.aper. 

[ Three questions from each section to he attempted ]. 

A. 

1. Define ‘ wages. ’ What determines the general rate 
of wages in a given trade ? Point out briefly the effects 
on wages of (a) custom, (h) collective bargaining. 

2. State the problems peculiar to Labour. 

3. 'Give a concise account of the conclusions reached 
by Mai thus in his ‘ Essay on the Principles of Population.’ 



( 41 } 

Do modom tendencies give ns any reason for modifying 
tliese results ? 

4. What causes load to fluctuation in the rent of (a) 
agricultural, (h) urban lands. 

.5. Analyse and explain the term ' Profits.’ 

6. To what would yon attribute the modern develop- 
ment of lar'ge-scale production and exchange ? How far 
is this movement beneficial to consumers ? 

B. 

7. What influence do costs of production exert on (a) 
market price, (6) the general level of price over a series 
of years ? 

5. Under wliat circumstances doc,s International 
Trade arise ? How is payment made for its transaction ? 

9. What are the functions of Banking ? Explain the 
sentence — ‘ A sound and widespread system of banking is 
essential te the full economic development of a country.’ 

10. Define ‘ Direct ’ and ‘ Indirect ’ Taxation. Men- 
tion some of the problems which face a Government in 
connexion with the necessity of raising additional income. 

11. Describe the chief features of a modern currency 
system. Write short notes on ‘cheques/ ; ‘bank ( or cur- 
rency ) notes ‘ bills of exchange.’ 

Second Paper. 

{Three questions from each section to be attemptedj 

A. 

, 1. Is it probable that India will ever become a -great 
manufacturing country such as the United States of 
America or England ? • What evidence is necessary in 
discussing such a problem ? .. ■ 

2. How far is the Ricardian- theory of rent applicable 

to India 1 . . 

3. What is meant by the' Drain.?, Analyse it and, say 

how the payment is', effected? ,1s an excess , of .exports 
oW imports .peculiar to India ? -V 
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4. Give a short description of the cotton industry in 
India. What difficulties has the cotton industry of this 
country to- face, and is it ])robable that they -will be solved 
in the immediate future ? 

5. To wh?.t extent does the success of the Co-opera- 
tive movement depend upon the action of the Govern- 
ment and to what extent on the people ? 

B. 

6, ‘ There is a large debatable ground in which econo- 

mic considerations arc of considerable but not dominant 
importance ; and each economist may reasonably decide 
for himself how far he will extend his labours over that 
jrrontid. Discuss this with reference to the controversies 
concerning the scope of economics. 

7. Point out the pecantions necessary for the col- 
lection and interpretation of statistics. 

8. Give a short account of Mill’s work in Political 
Economy, and estimate the importance and influence of 
his writings. 

9. Point out the use of history in illustrating econo- 
mic theories. 

10. Of what use is the study of the scope and method 
of Political Economy ? Illustrate your answer. 

1916. 

iriKST Paper, - 

. [Six questions only may he attempted, of which 
THREE must he taken from Section A, and three from 
Section B. Twelve marks are given for each ansiver and 
three marks for the whole paper in respect of arrange- 
ment and composiUon of answer. Total, 75.1 

Think over each answer carefully before beginning 

to write. 

1. Give. full definitions, with explanations and illus- 
trations in your ' own words^ of the. following terms'^: — ■ 
Wealth, Capital, ' Utility, Friee, . 
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2. Let there be four plots of land ; A, B, 0, D, located ' 
in various parts of the country, and let their absolute 
fertility due to natural causes (when each receives the ■ 
same application of labour and capital per acre) be in 
the order stated, namely, A most fertile, B next, G next, 
and D least fertile. In actual fact it might well be found 
that the rents per acre of these various plots would be in 
the following order from highest to lowest : C, D, A, B. 
Name all the different kinds of causes which might ac- 
count for this divergence of rent from proportionality with 
fertility, giving examples referring to Indian or foreign 
conditions. 

3. What arc the advantages and disadvantages of 
the division of labour ? Indicate the special limitations 
which prevent its being widely applied in agriculture, 
and show how far you think it could be applied therein. 

4r. Explain what is meant by consiivier's siti'piws. 
Show that under certain circumstances it is capable of 
measurement, and state in what units it can be most 
conveniently measured. How can consumer’s surplus " 
sometimes be truthfully and usefully represented by a 
diagram 1 

5. Describe exactly what is meant by increase of, 
demand illustrating your answer by a table of figures, or 
by a diagram. 

Is it possible under certain circumstances for the de- 
mand to increase, and yet for the market price to remain 
unaltered ? If so, explain the circumstances. 

6. What is meant by the principle of substitution 
in connexion with the production of goods ? Invent two 
or three simple illustrations of your own so as to make the 
principle clear. 

B, 

7. ‘Cultivators have been limited in the acquisition 
of better seed, cattle, and implements, by the very high 
interest. they have to pay. Lowered to twelve per cent per 
annum, the use of new implements, and the making of many 
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improvements, which otherwise would have been too costly, 
has become possible. A further reduction of the rate 
of interest, which may be expected in the course of time, 
will enable cultivators to adopt permanent improvements 
and some uscfid machines, which now would hardly pay.’ 

Does this statement agree with economic laws? Discuss 
its relation to the accepted theory of interest. 

• 8. Explain the peculiar part played by the profits of 
an industry in adjusting supply to changes of demand. 

9. Define maximum monopoly revenue. Illustrate 
3mur definition by means of an example with figures, or 
by a diagram, which is to be fully explained. 

10. Describe how a man, or a group of men, would 
start a bank, and the general character of the business 
they would expect to transact. 

What is the difference between the 'reserve’ shown on 
the liability side of a bank’s balance sheet, and the reserve 
which appears on the assets side ? 

11. What are the various functions of money ? Hew, 
and under what conditions, can paper bo made to serve 
the purposes of money? Quote examples to illustrate 
your statements. 

12. What are the special advantages of an income taoil 
In what particular form is an income tax said to be the 
most nearly perfect tax obtainable, and why ? 

Second Paper. 

[ Three questions only from each section are to he at- 
tempted. The full marks for the paper are 75 — vie., 13 
marks for each of six questions and S marks for the 
. general.style and composition of the paper. 

A. 

1. Write a note describing the systems of land tenure 
prevalent in India. 

2. ‘ The natural resources of India are very great ; 
what is chiefly required is their proper conservation, 
'development; and use,’ Explain this statement pai'tieu- 



larly with regard to forests, water-power and the cultiva- 
tion of cotton, oii-seeds and fruit, 

3. At what evils is the Co-operative Credit Societies 
Act aimed ? State the conditions generally jissumcd 
essential for the success of a Co-operative Society. 

4. Describe the irrigation systems of the Punjab, the 
United Provinces, and Central India. How far is it corect 
to say that canal irrigation depends for its complete success 
on a corresponding growth of railways ? 

5. Discuss the position and prospects of the coal and 
iron industries in India. 

6. What are the chief difficulties encountered in the 
effort to develop industries on modern lines in India ? 

B. 

7. Explain what is meant by the ‘economic man.’ 
Comment.on the hypothesis. 

8. The more comple.x a problem the greater is the 
helplessness of mere induction in any attempt to solve ‘it.’ 
Explain and. illustrate this statement. 

9. How far is a knowledge of economic theory essen- 
tial to the study of economic history ? 

10. In tabulating and reviewing statistics from a 
number of independent private sources (c. g., from cotton 
mills) for what faults and defects would you look ? 

11. Write brief notes on the work of — Adam Smith, 
Malthus, Ricardo, Mill. 

1917. 

First Paper. 

(Three questions from each section to be attempted. 

Each question carries twelve marks, and three marlcs 

are reserved for general neatness, composition, and 

style. Total 75 marks fo^' six questions.) 

Read your questions carefully, and let your 
answers be accurate and concise, 

1. Define and explain ‘ capital.’ Show the relative, 
importance of capital in (a) a small agricultural village^ 
(f) a great engineering work. 
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2. Disiingiiisli between ‘si luatiou ’and 'fertility 
rent. Show how rents may be influenced by the opening 
up of a country. 

8. ‘ Custom IS a great cause of economic friction. 

E.Kplain and illustrate this statement. 

4. Define ‘consumer’s surplus’, and show the import- 
ance of its study. 

5. What is the real source of all wealth ? 

6. ‘Successful organization is the chief cause of large 
profits’ Comment on this, and illustrate your answer. 

B. 

7. Assume that a company acquires the monopoly of 
the supply of salt in a given country. In what respect 
does the situation differ from that in which the salt 
monpoly is managed by the Government of the country ? 
What would be the effect of a tax on' the profits of com- 
pany based on its gross output. ? 

8. Explain the nature of gross and net interest and 
tiet interest and of profits. 

9. Define ‘depreciation,’ ‘ insurance,’ ‘ prime cost.’ 
Estimate their relative importance in the supply prices 
of wicker baskets, sewing-machines, and high explosive 
chemicals. 

10. How do debts between different countries arise 
In what way ai’e the}^ settled ? 

11. Give the chief functions of a bank. In what res- 
pect is it true that a banker incurs greater responsibility 
than any other man of business ? 

12. *No single tax can be absolutely fair in its inci- 
dence ; what is to 'be secured is the justice of the tax 
system considered as a whole.’ Explain and illustrate 
both parts of this statement. ’ 

Second Paper. 

(Six questions only are to he attempted. J^ot less 
than two questions to be aitemptted in ' each section. 
The fidl marks for the paper ar^ 75’>-^vig, 11 marks 
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for each of six questions and 9 for style, arrangement 
and cleai ness of thought generally.') ’ 

Answers to Sections A. and k to be written in 
separate books. 

A. 

1. Discuss the effects in India of Goverrunoni 
lation of the export of (a) wheat, (b) jute. 

hat conditions are necessary to inshTir 

4. Discuss the relative advantages and dicori, <. 
of the verioue pretelent means of transporting 

ofshippbg.“‘ of ashortage 

Lt^K^Tou-rre t;Sr. ' 

. 7. Under the present conditions win f nri • 
you give an intelligent friend who Pnn 
the best, industry in which to -invpJ! ^ 

Es. 10,000! Gire^ur rrsms. “f 

B. 

8. Of what use is the studv of P’ppr, 

hrstorian, and of Statistics to thfhonesf poSan ? ““ 

9. Explain and illustrate Mip rtrV t 

nrise between the piire theory of 

facts. ^ Economics and actual 

10. What is meant by the terms Tndi 7 r.f *1 

trdSSeSh'^“”““‘“ ■' Sncerof?he 

of English, America^ °rn“Ge‘rMn°seLSs oharacteristics 
In ivhat Ires the partioular weakness oftoh ?'^ ®‘“ ' 

-Finish. 



